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EXECUllVE SUMMARY 



THE ESCALATING COSTS OF fflGHER EDUCATION 



Increasing public concern over rising tuitions throughout the first half of the 1980s 
prompted Congress to mandate a study of the escalating cost of higher education. In response to 
Congress' request, the Department of Education contracted with Pelavin Associates to conduct a 
study focusing on the six elements of the mandate. The study was required to: 

• Identify the cost of obtaining a higher educa:ion and determine how that cost has 
changed in recent years; 

• Determine specific causes of such changes in cost and the extent to which those 
causes have contributed to such changes;^ 

• Forecast the future cost of obtaining a higher education with consideration given 
to prospective demographic changes in student enrollment; 

• Evaluate the impact of such changes in cost on institutions of higher education, 
their students, and lower and middle income families; 

• Make recommendations on how such changes in cost can be minimized in the 
future; and 

• Outline State and Federal policy options which may help to minimize such changes 
in cost in the future (P.L. 99^98, section 11303). 



What Colleges Charge 

Tuition and fees vary considerably by sector. They are much higher in the private sector 
than in the public sector, where stale and local governments provide a significant degree of 
financial support Average tuition and fees for fall 1990, as reported by the College Board, are: 

• At two-year public colleges, $884. 

• At four-year public colleges, $1,809. 

♦ At two-year private colleges, $5,003. 

♦ At four-year private colleges, $9,391. 

In both public and private institutions, tuition has increased more than inflation since 1982. In 
contrast, real tuition had fallen in each of the four academic years prior to 1982. 
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Even within the public and private sectors there is a great deal of variation in tuiiion 
levels. Although some four-year private institutions have annual tuitions greater than 510,000, 
many others charge signiGcantly lower tuitions. Within the public sector, most schools charge less 
than 53,000 a year in tuition, due to operating subsidies provided to those schools by state and 
local governments. 

Public Pf rception of College Costs 

The public thinks that college is more expensive than it really is. Many prospective 
students are also largely misinfcnned about the availability of financial aid resources that help 
students and their families pay for college. Several recent reports reveal this lack of information 
about college costs and financial aid. 

♦ A recent Gallup survey has shown that 13- to 21-year-olds greatly overestimated 
the average cost of tuition, fees, books and supplies at four-year colleges. They 
estimated these costs at public four-year institutions to be more than three times 
the actual figure. The same group estimated that costs at private four-year 
colleges were one-third higher than th^ actually were. 

• According to a recent General Accounting Office report, only 12 percent of high 
school sophomores in 1980 thought that the Pell Grant program was available to 
pay for further study beyond high school. Only eight percent thought that Stafford 
Loans were available. Iq fact, such grants and loans are available to all who 
qualify. 

The p jpular misperceptions about college costs may be shaped by publicity focusing on 
tuitions of well known private colleges and universities. Many of these institutions have tuitions 
that are twice those of the average four-year private school; and tuitions at expensive schools 
have tended to grow more quickly than those of less expensive schools. However, these high 
tuitions affect a very small fraction of all students. All private colleges together enroll only 20 
percent of all undergraduates, and the most expensive of these colleges, those with tuitions 
exceeding 510,000, enroll even fewer students (three percent of all undergraduates in 1987). 



Rising College Tuitions and The Affordabilitv of Higher Education 

To determine whether or not college is affordable, tuition costs must be examined in light 
of family income and financial aid availability. The study found the following: 

• College tuitions and other costs of attendance have increased as a share of median 
family income throughout the 1980s. This trend is particularly pronounced in the 
private sector. Between 1976-77 and 1987-88, the average tuition of a private, 
four-year institution rose from 16.5 percent to 211 percent of median family 
income. During the same time period, the average tuition of a four -year public 
school rose from 4.1 percent to 4.8 percent of median family income. 

• Financial aid reduces the costs of attending college for nearly half of all 
undergraduate students. In 1987-88, students reaMved nearly 25 billion dollars in 

ii 



r 



financial aid. The Federal goveramen*. provided about 75 perce :t of this aid, 
though the portions of total aid contributed by state and institutional sources 
increased during the 1980s. 

• Between 1980-81 and 1987-88, financial aid grew faster than inflation but still did 
not keep pace with increases in tuition. This suggests that, on average, students 
were paying more to attend college. 

• Since the mid-1970s, there has been a shift away from financial aid directed at 
specific populations (such as veterans) and toward aid that is generally available to 
all eligible students. Between 1976-77 and 1987-88, general aid sponsored by the 
Federal government increased by 112 percent in reel terms, while special aid 
sponsored by the Federal government declined by 84 percent in real terms. 

« 

Why College Tuitions Have Ir creased 

College tuitions increased in the 1980s for many reasons. In part, costs rose as a result of 
budgetary pressures, either to cover rising expenditures (such as faculty compensation) or to make 
up for shortfalls in other revenue sources (such as government appropriations). Tuitions also rose 
in response to growing demand for a college education, manifested in a willingness to pay higher 
tuitions. This strong demand may have encouraged some institutions to raise tuitions in order to 
finance additional expenditures. 

Because tiiere is evidence to support both of these explanations, this study developed an 
econometric model to examine the extent to which budgetary pressures resulted in tuition 
increases and the extent to which tuition was increased to raise revenue for funding new 
expenditures. The results of this model suggest that in the early 1980s, tuition increased not only 
in response to rising expenditures but also as a means to finance higher expenditures. According 
to the same econometric mocel, in the late 1970s tuitions rose in response to budgetary pressures 
but not as a means to finance additional expenditures. 

Other findings of the report include the following: 

• The majority of college expenditures cover academic and administrative needs. 
Both increased substantially between 1975 and 1985; however, administrative costs 
grew more quickly and increased as a portion of total costs in both public and 
private sector institutions. 

• Faculty salaries comprise the largest share of academic costs. Between 1980 and 
1989, the average salary of a full professor rose 19 percent more than inflation. 
Similar increases occurred at other faculty ranks. Yet, due ^.o steady declines in 
the real value of faculty salaries in the 1970s, these increases did not restore 
faculty salaries to their full purchasing power of the early 1970s. 

• In both the public and nrivate sectors, tuition and fees provide only a portion of 
the costs of providing higher education. Other sources include grants and 
contracts, voluntaiy contributions, and, in the public sector, state and local 
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appropriations. However, tuition and fee revenues have increased as a proportion 
of overall revenues in both the public and private sectors. Hiis is an indication 
that students and their families are paying a larger proportion of the costs of 
providing higher education. 

• College expenditures have risen more quickly than state appropriations, leading to 
increased reliance on tuition revenue at public colleges and universities. For 
example, sverage tuition at public universities rose 37 percent between 1975 and 
1985, while appropriations increased only 17 percent. Figures were similar for 
other public four-year colleges. Only in public two-year institutions did 
appropriations increase slightly more than tuitions over the same period. 

• College and university Gnance officials believe that many different factors 
contribute to tuition increases. These factors include: increasing academic 
expenditures (mentioned by 44 percent of all respondents); increasing operating 
expenditures (39 percent); state tuition policy requirements (37 percent); and a 
desire to improve the quality of the institution (35 percent). 

• Colleges are very satisfied vdth their ability to control expenditures. Four out of 
five rated their ability to control expenditures as either excellent or good; only half 
of all colleges rated their ability to control revenues similarly. 

• Colleges have spent money on new kinds of expenditures. For example, the use of 
computen; in instruction and administration has grown rapidly. More than half of 
all colleges report that computer-related expenditures grew faster than inflation 
during the 1980s. 

• Costs pei student may have increased in the 1980s due to enrollment plateaus and 
declines. This contrasts to a period of stable per-student a^sts in the 1970s, when 
enrollments rose dramatically and increasing aggregate costs could be spread over 
more students each year. 

• Throughout the 1980s, colleges greatly increased their expenditures on student aid. 
The College Board estimates that between 1980-81 and 1987-88, total institutional 
student aid grew from $2.8 billion to $4.7 billion (in constant 1988 dollars), an 
increase of 67 percent. 



The Future of College Tuitions 

Because many factors influence college tuitions, it is extremely difficult to predict the 
future course of tuitions with precision. Some of the factors shaping the affordability of college in 
the future are enrollments, financial aid availability, and economic conditions. Assumptions about 
these variables shape projections of future costs. 

• The number of students who enroll in higher educatio n institutions is projected to 
decline between 1990 and 1995; the effect of declining enrollments may put 
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upward pressure on tuition if schools spread the fixed costs of providing education 
over decreasing numbers of students. 



• If the economy becomes weak, states may reduce their higher education 
appropriations, which may compel public institutions to increase tuition to 
generate revenue. 

• If the trend in college tuitions from 1980 through 1989 continues into the future, 
then annual tuition in 2000 can be projected at $16,889 at a four-year private 
school and $2,772 at a four-year public school. However, recent trends may not 
continue into the future, and family income is also likely to change, which will 
affect the ability of families to pay for higher education. 

• If recent trends in college tuition, financial aid, and family income from 1978 
through 1985 continue into the future, then the costs of attending a four-year 
private college may increase moderately relative to family income while the costs 
of attending public schools will increase only slightly. 

Reducing Future Cost Increases 

A number of different strategies are available to higher education institutions, states, and 
the Federal government to ensure that college will be accessible in the future. These strategies 
include containing costs and increasing revenues from sources other than tuition. Many of these 
strategies have been tested or implemented in different state and institutional settings. 

Most approaches to reducing costs come with tradeoffs attached. Few reduce costs 
absolutely. Costs are generally transferred from one party to another, shifted from the present to 
the future, or reduced at the expense of some other aspect of American higher education, such as 
choice or quality. Cost reduction is important to the continued vitality of higher education, yet 
proporals to contain costs must be considered in light of their overall impact. 
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CHAPTER I 
INTRODUCTION 



The Secretary [nf Education] shall conduct a study on the escalating cost of higher education. 

Background 

Prompted by large annual increases in tuitions throughout the first half of the 1980s, the 
United States Congress requested the Secretary of Education to conduct a study of higher 
education costs. This study is required to: 

• Identify the cost of obtaining a higher education and determine how that cost has 
changed in recent years; 

• Determi specific causes of such changes in cost and the extent to which those 
causes have contributed to such changes; 

• Forecast the future cost of obtaining a higher education with consideration given 
lo prospective demographic changes in student enrollment; 

• Evaluate the impact of such changes in cost on institutions of higher education, 
their students, and lower and middle income families; 

• Make recommendations on how such cnanges in cost can be minimized in the 
future; and 

• Outline State and Federal policy options which may help to minimize such changes 
in cost in the future (P.L. 99-498, section 11303). 

The Congressional mandate is one of many expressions of grovrfng concern over rising 

college costs. On September 15, 1987, the Committee on Education and Labor of the U.S. 

House of Representatives held hearings on higher education costs. At these hearings, college 

presidents, deans, higher education association executives, education consultants, and many other^^ 

testified regarding rising tuitions and their impact on students, the American public, and colleges 

and universities themselves. While those testifying and the constituencies they represent varied 

considerably, their basic premise did not: rising tuitions were making the possibility of a college 
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educaiion a concern for many students and their families. Higher education had become a 
consumer issue. 

Concern over rising college costs is evidenced more frequently in another forum. 
Throughout the 1980s, the announcement of new tuition rates each year resulted in a flurry of 
articles and editorials in newspapers all around the countiy. In most cases, newly announced 
tuitions of state and local colleges were compared both to their tuitions in previous years and to 
tuition averages for public and private higher education institutions nationwide. Changes in 
tuitions were also compared to .standard inflation measures, such as the Consumer Price Index 
(CPI). 

These articles frequently highlighted tuitions at the nation's most expensive institutions. 
When the College Board released tuition charges for the 1989-90 academic year, for example. 
The Washington Post published an extensive article on rising college attendance costs, noting that 
it could cost more than $85,000 to obtain a bachelor's degree at some of the more expensive 
colleges in the country (Vobejda, 1989). A Wall Street Journal article predicted a cost of 
$300,000 for a four-year degree at an Ivy League school by the year 2007 (Putka, 1989). 

Between the 1989-90 and 1990-91 academic years, the average college tuition increased 
five percent at two-year public colleges, seven percent at four-year public institutions, and eight 
percent at both two- and four-year private schools; the CPI increased five percent. In both two- 
and four-year institutions, however, the average tuition paid by students attending private schools 
increased more than the average tuition paid by students enrolling in public colleges and 
universities. Tlie fact that tuition increased faster among private institutions than among public 
institutions in the late 1980s created an ever-widening gap between tuilions in public and private 
colleges and universities. 
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Even within the public and private sectors, tremendous variation exists in the amounts 
schools charge students. In the public sector, there are large differences across states and 
between two- and four-year institutions. In 1990-91, for example, residents of North Carolina and 
Texas could attend public universities charging less than $1,000 in annual tuition. In contrast, in- 
state tuition for the University of Vermont was nearly $4,000 (The College Board, 1990a). 

Private school tuitions vary even more. Despite a popular belief that all private 
institutions charge high tuitions, a National Association of Independent Colleges and Universities 
(NAICU) study reports that there were three times as many independent schools that charged 
less than $5,000 in tuition and fees than there were independent schools charging more than 
$10,000 in 1988-89 (NAICU, 1989). Cooper Union in New York City, for exainple, charged $300 
for tuition in 1990-91 while Bennington College in Vermont charged $17,790 the same year (The 
College Board, 1990a). Despite the broad range of tuition charges at private institutions, the 
schools charging under $5,000 enrolled only 16 percent of all students in private four-year 
institutions in 1990-91, while colleges and universities charging over $10,000 in tuition and fees 
enrolled almost one third of all students in the private sector in that same year (The College 
Board, 1990b). 

Perhaps due to media attention to tuitions at expensive institutions, the American public 
perceives the costs of attending college to be even higher than they actually are. A 1988 survey 
taken by the Gallup Organization for the Council for Advancement and Support of Education 
(CASE) found that high school juniors and seniors overestimated the cost of tuition, fees, and 
books at a public four-year college or university by almost $5,000 a year. While respondents' 
estimates of these costs for private four-year colleges were closer to the actual costs, respondents 
still overestimated the price by approximately $3,000 (CASE, 1988). 
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Relatively few of the many articles decrying tuition increases point out that approximately 
80 percent of all undergraduates in this country attend public institutions. Moreover, v^thin the 
pnvate sector, the exceptionally high tuitions at the most expensive private colleges and 
univereities affect a very small portion of students. In 1987-88, for example, the 100 most 
expensive schools enrolled only three percent of all undergraduates. 

There are two veins of American public opinion concerning higher educati i. Americans 
are undoubtedly worried about rising tuitions. At the same time, most Americans still firmly 
believe that a college education is a valuable investment In a recent Gallup survey, almost three 
fourths of those polled believed that a college education was worth more than or equal to its 
actual cost (CASE, 1989). 

While the concern over rising tuitions and the belief that education is worth what it costs 
may seem contradictory, both sentiments reflect the high regard that Americans have for higher 
education. The American public has always placed great faith in its educational system and the 
ability of education to further a wide range of individual and societal goals. Higher education in 
the United States long ago ceased to be an exclusive privilege of the wealthy; in fact, a higher 
percentage of the American population attends college than in any other country in the world 
(U.S. Department of Education, 1989). The public concern over escalating tuitions can be 
interpreted as a further expression of the esteem that Americans have for higher education and 
their concern that higher education remain within reach of all who want to attend and are 
academically capable. The Congressional mandate to conduct a study on higher education costs 
reflects a continuing commitmjsnt to make higher education accessible to all students. 



The Report 

Although the Congressional mandate was fueled by cx)ncerns over rising tuitions and other 
expenses which students and their families incur, the costs of higher education are not borne 
exclusively by students and their families. In fact, tuition covers only a portion of the total costs 
of providing a higher education. Federal, state, and local governments contribute much of the 
rest along with higher education institutions and private donors. Therefore, college costs cannot 
be understood without considering both the total costs of providing a college education ^nd how 
these costs are divided among students, families, institi Ions, and Federal and Slate governments. 

The cost of a college education can be reduced across all levels only if the total cost of 
providing that education decreases. More often, reductions in ca^ts at one level result in 
increases in costs at another level. If the Federal govenmient, for example, reduces its financial 
aid appropriation, the amount students and their parents pay to attend college could potentially 
increase. As another example, if state appropriations decline, public colleges and universities may 
respond by raising tuitions to cover this revenue shortfall. 

The diversity within higher education must also be considered. As previously noted, 
higher education costs vary widely across states, sectors, and types of institutions. These 
distinctions among mstitutions help to explain differences in expenditure and revenue patterns, as 
well as changes in cost over time. 

This report responds to the six elements of the Congressional mandate to examine higher 
education costs. As a final report to Congress, it represents a consolidation and synthesis of many 
other reports funded specifically to address the mandate. These reports include: 

• Trends in Institutional Costs (Pelavin Associates); 

6 Tne Hnances of Higher Education Institutions (WESTAT^', 

• Tough Choices: A Guide to Administrative Cost Mana^rement in Collepes and 
Universities (U.S. Department of Education); 
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• Holding Down Costs at Academic Research Libraries: A Consortial Approach 
(The Washington Research Library Consortium); 

• Seven Expert Papers: 

"Faculty Utilization" (Rita Kirshstein and James Fairweather); 

"The Market for Higher Education: An Economic Analysis" (Ralph 
Bradburd and D incan Mann); 

"The Ability to Afford Higher Education: Past, Present, and Future" 
(Raiph Bradburd, Duncan Mann, Michael McPherson, and Morton 
Schapiro); 

"Understanding the 'Quality' Issue in U.S. Higher Education" (Ralph 
Bradburd, Duncan Mann, Michael McPherson, and Morton Schapiro); 

"Public Sector Institutions" (Daniel Sherman, Valentina Tikoff, and Charles 
Masten); 

"Expensive Institutions" (Daniel Sherman and Jon Cohen); and 

"Econometric Modelling of Tuitions and Expenditure*; in Higher 
Education" (Charles Masten), 

Tiila report also incorporates the work and opinions of many different higher education 
analysts, college officials, and journalists who have been addressing issues related to higher 
education costs. Much has been written in the past ten years attempting to explore and explain 
changes in what colleges charge studcn*^. These pieces exemplify the concerns of a variety of 
groups affected by hig^ cr education issues. 

Due to the wide range of issues considered in this report, no single data source covers all 
the topics requested by the mandate, no single explanation emerges for rising costs, and no single 
recommendation addresses all the concerns that people have expressed about higher education in 
this country. Thus, this report uses multiple data sources, explores a number of possible 
explanations for the recent increases in college costs, and examines several different policy 
alternatives for minimizing costs in the future. For example, this report relics extensively on data 
from the Higher Education General Information Survey (HEGIS), the Digest of Educaiion 
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Statistics, the National Fostsecondary Student Aid Study (NPSAS), the Annual Freshman Survey, 
the College Board, as well as several other sources. 

While using numerous data sources provides valuable information on a wide range of 
issues, doing so also presents some problems. Each data set has been designed and collected 
independently to address specific issues. Therefore, they differ in many respects, including the 
data elements they include, the time frames they span, and ihe speed with which they are 
released. To enhance the timeliness of this report, ihe most recent ^^-^ta available from each data 
source are used However, this means that dates may differ from one table to another. 

This report focuses on undergraduate tuition levels. Although graduate tuition;] have also 
been increasing at rates similar to undergraduate tuitions, most of the public concern has centered 
on undergraduate education. Where possible, data on proprietary school costs are also included, 
since these institutions have experienced recent growth in both enrollments and the share of 
Federal financial aid dollars. However, data on proprietary schools, particularly trends over time, 
are scarce. 

Tuition figures in this report are generally calculated in constant dollars. Constant dollar 
calculations account for changes in the purchasing power of the dollar by adjusting figures from 
different years to a constant dollar value. These adjustments arc made on the basis of general 
inflation rates as measured by changes in the Consumer Price Index over an academic year (July 
to June). Constant dollar calculations are especially useful in analyzing ticnd data because they 
show "real" changes in dollar amounts over time. 

Also, unless otherwise indicated, all tuition dollars reported are averaged across students 
attending institutions in a particular sector. These weighted tuitions reflect not what the 
institutions charge but rather the "sticker price" facing the average undergraduate. This emphasis 
corresponds to the driving force behind the Congressional mandate, i.e., the cost to students and 
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tbeir fa'^oilies of obtr^ming a higher education. Data presented in this way also automatically 
account for shifts in enrollments over time. Institutions attended by very few undergraduate 
students are not weighted the same as large institutions enrolling tens of thousands, and if 
enrollments decline Jn one type of institution but increase in another, tuition figures also reflect 
this change. 

Financial data for institutions are also weighted by enrollments throughout this report. 
Ho\ iver, enrollment figures used for revenue and expenditure calculations include both graduate 
and undergraduate students. This is because both types of stude»:»ts share institutional facilities 
and services (e.g., laboratories^ gymnasiums, and registrars' services) on many campuses. 

The next five chapters of this report directly address specific elements of the 
Congressional mandate. Chapters II and III cover the items in the mandate which are concerned 
with costs to students and their families. Chapter II, The Cost of Obtaining a Higher 
Education," reviews undergraduate tuitiosis across different types of colleges and universities and 
how tuitions have changed relative to inflation, family income, and the availability of different 
forms of financial aid. Chapter III, The Impact of Rising College Costs on Students and Their 
Families," addresses how trends presented in C hapter II have affected affordability, particularly for 
students from lower- and middle-income families. Analyses that develop measures of "net price" 
(educational costs n^inus financial aid) are also presented. 

Chapter IV, "Explanations for Rising Tuitions and Costs," examines a number of different 
reasons th?* ';ave been posited to explain why college costs have been increasing in the 1980s. 
Tliese explanations are grouped into two categories: budget-oriented and demand-oriented. The 
budget-oriented explanations have received the most attention in the media and other published 
reports; they arc based on the notion that tuitions have increased either to cover rising 
institutional expenditures or to compensate for shortfalls from other revenue sources. Demand- 
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oriented explanations suggest that tuitions may have increased because students and their families 
have placed a greater value on higher education over time and are willing to pay 'Ue higher 
prices, particularly if they believe that higher prices mean better quality. This chapter presents 
Che results of an original econometric model which examines the influence of both demand- 
oriented and budget-based theories of rising college costs. 

Chapter V, Torecasting the Future Costs of Higher Education," examines a number of 
different projections for undergraduate tuitions, enrollments, and institutional expenditures. It 
also addre ;ses issues of future college affordability. 

Chapter VI, "Minimizing College Costs: Institutional, State, and Federal Options," 
addresses several elements of the mandate. It reviews a number of policy options that focus on 
what iastitutions and Federal and state governments have been doing to contain costs, as well as 
what they might do in the future. The advantages and disadvantages of various cost reduction 
strategies are explored, with particular attention to the likely impact of each action on the various 
parties that pay for higher education in this country. 

Finally, Chapter VII highlights some of the key themes and findings which emerge in this 

report. 

These chapters cover many different issues central to understanding higher educition costs 
in the 1980s. This report is also being written at a time when much attention is being focused on 
the many colleges, universities, and proprietary schools in this country. Concern over the costs of 
higher education is reflected in the current Department of Justice investigation of whether the 
tuition-setting prac'/ices of a number of prominent colleges and universities violate Federal anti- 
trust laws. Concern for higher education is also reflected in the reactions to the financial 
difficulties of the Higher Education Assistance Foundation (HEAP), {he nation's largest guarantor 
of student loans. Concern for higher education is also apparent among policy makers, college 
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administrators, and the general public es they begin to prepare for the 1991 reauthorization of 
the Higher Education Act 

All of these manifestations of concern for higher education in the United States revolve 
around the costs of higher education to students and their families. The continued affordability of 
a college education is a national priority; this report responds to a major expression of the 
commitment to this priority - a Congressional mandate to examine the escalating costs of 
obti^ining a higher education* 
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CHAPTER n 

THE COST OF OBTAINING A HIGHER EDUCATION 



Identify the cost of obtaining a higher education and determine how that cost has changed in recent 
years. 

Background 

Students incur a number of different costs in attending college. These costs include: the 
tuition and fees that the institutior* charges; rooffi and boatd for students living on campus; 
expenses for books and supplies and other education-related costs; and miscellaneous expenses for 
transportation, child care, etc There are also costs in terms of forgone earnings as a resulf. of 
being a student rather than actively participating in the workforce- 

Although the media typically focus on tuition and their increases, it is important to 
consider all education-related costs. For students attending public colleges and universities, for 
instan'ie, relatively low tuitions are often accompanied by considerably higher room and board 
charges. As an example, in the 1986-87 school year, average room and board costs at public four- 
year institutions in California were $4,148, or nej^rly four times the tuition charges at these 
institutions (Sherman, Hkoff, and Masten, 1990). 

As tuition and other educational costs have changed, so have other economic measures, 
such as family income. The issue is, how have educational costs at different types of higher 
educational institutions increased relative to these measures? Did family incomes increase as fast 
as tuitions? How did tuition increases compare to changes in the price of other goods and 
services? Has financial aid increased in sufficient amounts to offset rising educational costs? 
These questions frame the context in which changing college costs are examined in this chapter. 
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T uition and Room and Board Trends 

Of the several components of college attendance costs, the largest elements are generally 
tuition, room, and board. These are also the costs that colleges set, and as a result they are the 
ones for which there are the most comparable and consistent data over time. Together, tuition, 
room, and board comprise what is referred to in this report as resident attendance costs. 

The most pronounced differences in costs across schools are in their tuition levels. There 
are substantial differences between average tuitions at public and private institutions, which are 
largely attributable to state policy and the appropriations that states provide to subsidize their 
public higher education systems. In 1987-88, the average private tuition ($6,820) was 
approximately six times the amount of average public tuition ($1,160). 

In addition to the differences in tuition between the public and private sectors, there is 
also tremendous diversity in the tuition charged by different institutions within each sector. In the 
public sector (which enrolls nearly 80 percent of all undergraduate students) there arc substantial 
differences between the tuitions of two- and four-year institutions. In 1987-88, the average 
tuition at public four-year institutions was $1,490, more than double that of the average public 
two-year institution at $690.^ 

There are also significant differences in public tuitions across states. These differences in 
large part reflect the extent to which individual states rely on tuition rather than appropriations as 
a source of revenue to finance higher education. For exampb, in the 1987-88 school year, tuition 



^ In this chapter, tuitions at public institutions refer only to those charged to in-state 
students. Tuitions for out-of-state students tend to be significantly higher in most states. For 
example, tuition for in-sta^e students at the University of Micnigan (Ann Arbor) was $3,081 in the 
1987-88 school year; for out-of-state students, tuition was $9,963 (College Entrance Examination 
Board, 1987). Also, private two-year tuitions are generally not discussed due to their small share 
of enrollments. 
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at the University of Vermont was $3,208 compared to $819 at the University of North Carolina at 
Chapel Hill 

In order to further examine the tuitions that students are charged, Figure II-l presents the 
distribution of undergraduate enrollments across four-year institutions with different tuition levels 
for the 1990-91 school year. The figure shows that in 1990-91, most undergraduate students (69 
percent) at public institutions attended schools with tuitions under $2,000. Students at private 
institutions attended schools that had much greater variation in their tuitions. Although some 
students (16 percent) attending private schools were charged tuitions under $5,000, more than 
half of all students at private institutions attended schools that charged tuitions between $5,000 
and $10,000. Institutions with tuitions over $10,000 enrolled about 32 percent of all students at 
four-year private institutions (The College Board, 1990b). 

Tuitions in both the public and private sectors have been rising rapidly during the past 
decade. Table II-l shows that between 1980-81 and 1985-86, tuitions in both sectors grew 
approximately 10 percent annually. However, between 1985-86 and 1987-88, tuitions at private 
institutions grew considerably faster, an average of 8.5 percent annually, compared to only 5.4 
percent at public schools. The difference in growth rates has created a gi'owing discrepancy 
between the tuitions of public and private institutions. This "tuition gap," the ratio of average 
private to average public tuition, Jlimbed from 5.2 to 1 in 1976-77 to 5.9 to 1 in 1987-88. 

Another major component of the cost of attending college is room and board. The 
contribution of room and board to overall resident attendance costs varies considerably across 
sectors, though this variation reflects differences in tuitions rather than in room and board 
charges. Whereas the average tuition at private institutions was about six times higher than the 
average tuition at public institutions in 1987-88, room and board costs at private institutions were 
only about 27 percent higher than at public institutions. The reason that room and board c05*:; at 
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TABLE n-1 

UNDERGRADUATE TUITIONS: 1976-77 to 1987-88 
IN CURRENT (UNADJUSTED) DOLLARS 



YEAR 
(JULY-JUNE) 


AVERAGE TUITION 

ALL PUBLIC ALL PRIVATE 
INSTITUTIONS INSTITUTIONS 


TUITION GROWTH FROM 
PREVIOUS YEAR 

ALL PUBLIC ALL PRIVATE 
INSTITUTIONS INSTITUTIONS 


A PWP^V ^^^^ 

RATIO OF 
AVERAGE 
PRIVATE 

PUBLIC 

TumoN 


1976-77 


S479 


$2,467 






5.2 


1977-78 


S512 


52,624 


7% 


6% 


5.1 


1978-79 


$543 


$2,867 


6% 


9% 


5.3 


1979-80 


S583 


53,130 


7% 


9% 


5.4 


1980-81 


$635 


$3,498 


9% 


12% 


5.5 


1981-82 


$714 


$3,953 


12% 


13% 


5.5 


1982-83 


$798 


$4,439 


12% 


12% 


5.6 


1983-84 


$891 


$4,851 


12% 


9% 


5.4 


1984-85 


$971 


$5,315 


9% 


10% 


5.5 


1985-86 


$1,045 


55,789 


8% 


9% 


5.5 


1986-87 


$1,106 


$6316 


6% 


9% 


5.7 


1987-88 


$1,160 


$6,820 


5% 


8% 


5.9 


Cumulative 
gain: 






142% 


176% 






Source: NCES (ED), Digest of Education Statistics, 1989 
25th edition. Table 258, pp. 28.1-2. 
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public institutions are close to those at private institutions is that unlike tuition, states generally 
do not subsidize the provision of room and board. Rather, room and board are self-supporting 
services offered to enrolled students. 

The extent to which students obtain their room and board from institutions differs by the 
type and control of institution that students attend. Many coUegis do not even offer room and 
board arrangements, and large numbers of students who attend colleges that do have dormitories 
and dining halls choose not to use them. Findings from the National Postsecondary Student Aid 
Study, a nationally representative survey of postsecondary students enrolled in the fall of 1986, 
indicate that only about 19 percent of all undergraduate students lived in institutionally owned 
housing. Most students either lived with their parents (27 percent) or in off-campus housing (54 
percent). Students at private schools were more likely to live on campus (46 percent) than were 
those at public schools (15 percent). The low percentage of students residing on public institution 
campuses is partially attributable to the large portion of public sector students attending two-year 
colleges, where many students attend school part-time and live off campus. 

When the combined costs of room and board and tuition are considered, the ratio of 
private sector costs to public sector costs falls to 2.2 to 1 in 1987-88 from the neariy six-to-one 
ratio between tuitions. The difference between the resident attendance costs in the two sectors is 
much smaller than the difference in tuitions because average room and board costs differ little 
between the two sectors. 

Total resident attendance costs have grown more slowly than tuition alone, because room 
and board fees have not risen as rapidly as tuitions. Whereas tuition increased a total of 142 
percent in public institutions and 176 percent in private institutions between 1976-77 and 1987-88, 
room and board fees (combined) grew only 114 percent in the public sector and 148 percent in 
the private sector over the same period. (See Table II-2.) 
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TABLE n-2 



UNDERGRADUATE RESIDENT ATTENDANCE COSTS 
1976-77 TO 1987-88 
CURRENT (UNADJUSTED) DOLLARS 



YEAR 
(JULY-JUNE) 


AVERAGE RESIDENT 
ATTENDANCE COST* 

ALL PUBLIC ALL PRIVATE 
INSTITUTIONS INSTITUTIONS 


CHANGE FROM PREVIOUS 
YEAR 

ALL PUBLIC ALL PRIVATE 
INSTITUTIONS INSTITUTIONS 


RATIO OF 
AVERAGE 
""RIVATE COSTS 
ro AVERAGE 
PUBLIC COSTS 


1976-77 


S2,067 


53,906 






1.9 


1977-78 


S2,170 


54,158 


5% 


6% 


1.9 


1978-79 


S2,289 


54,514 


5% 


9% 


2.0 


1979-80 


S2,487 


54,912 


9% 


9% 


2,0 


1980-81 


S2,712 


55,470 


9% 


11% 


2.0 


1981-82 


S3,079 


56,166 


14% 


13% 


2.0 


1982-83 


S3,403 


56,920 


11% 


12% 


2.0 


1983-84 


53,628 


57,508 


7% 


8% 


2.1 


1984-85 


S3,899 


58,202 


7% 


9% 


9 1 


1985-86 


54,146 


58,885 


6% 


8% 


2.1 


1986-87 


54,469 


59,676 


8% 


9% 


2.2 


1987-88 


54,680 


510390 


5% 


7% 


2.2 


Cumulative 
gain: 






126% 


166% 





•Resident attendance costs include tuition and fees, as well as room and board charges. 



Source: NCES (ED), Digest of Education Statistics, 1989 
25th edition. Table 258, pp. 281-2. 
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College Costs and Inflation 

As college costs have increased, so have the prices of other goods and services. Whereas 
tuition increased 142 percent at public institutions and 176 percent at private institution^ between 
1976 and 19S8, the price of telephone services increased by 56 percent during this period. In 
comparison, the price of medical care services increased by 170 percent over this tune. 

One way to bssqss changes in college costs relative to price increases in the economy as a 
whole is to compare the growth rates of tuition and overall resident attendance costs to the 
Consumer Price Index. Although higher education tuition and the CPI have historically moved in 
the same general direction - up - the rates of change in tuition and the CPI have differed 
dramatically in many years. (See Figure 11-2.) 

Another way to compare increases in college costs relative to general price inflation is to 
convert costs across years to constant dollars. This conversion helps answer the question of how 
much a fixed quantity of money would purchase in different years. Using the CPI, dollar amounts 
from different years can be adjusted to reflect their value in a given year, i.e., a constant dollar 
amount. In this report, "constant" or "real" figures are adjusted to their value in 1987-88.^ Table 
II-3 traces the growth in tuition and resident attendance costs in various types of institutions 
between 1976-77 and 1987-88. 

In the public sector, average tuition grew 23 percent in real terms between 1976-77 and 
1987-88. Almost all of this growth occurred during.the 1980s; between 1976-77 and 1980-81, 
tuitions actually decreased every year in constant dollars before they began to climb again in 1981- 
82. An examination of tuition trends in the private sectoi i .n^eals a similar pattern of a slight 
decline in real tuition during the late 1970s, followed by rapi^i ^Towth in the 1980s. Over the 



^Constant dollar calculations adjust dollars amounts to the 1987-88 academic yeai using the 
annual average of the monthly CPI from July through June. 
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Figure 11-2 

Trends in Undergraduate Tuition and Fees 
Academic 'tfears 1976-77 through 1987-88 



Percentage Increase 




1976 1977 1978 1975 1980 1981 1982 1983 1984 1985 1986 1987 

Academic Year 



Public institutions 
Consumer Price Index 



Private Institutions 



1 



Source: NCES, Digest of Education Sta- 
tistic8,1989, Table 258, pp. 281-82; 
Bureau of Labor Statistics (for CPI). 
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TABLE n-3 



UNDERGRADUATE TUmONS & 
RESIDENT ATTENDANCE COSTS (TUITION + ROOM + BOARD) 

1976-77 TO 1987-88 
CONSTANT (1987-88) DOLLARS 





AJi PUBLIC INSTITUTIONS 


ALL PRIVATE INSTITUTIONS 


ACADEMIC 

YEAR 
(JULY-JUNE) 


TUITION 


RESIDENT 
ATTENDANCE 


TUITION 


RESIDENT 
ATTENDANCE 
COSTS 


1976-77 


S945 


54,079 






1977-78 


i947 






S7,694 


1978-79 


S918 


S3,871 


S4,848 


S7,634 


1979-80 


S870 


S3,713 


S4,672 


S7;333 


1980-81 


S849 


S3,627 


S4,678 


S7315 


1981-82 


S879 


S3,790 


S4,866 


S7,590 


1982-83 


S942 


S4,016 


S5,239 


S8,167 


1983-84 


Sl,014 


S4,129 


S5,521 


S8,545 


1984-85 


Sl,063 


S4,270 


f;5,821 


S8,983 


1985-86 


'i;i,112 


S4,414 


S6,163 


S9,459 


1986-87 


Sl,152 


S4,654 


S6,578 


510,077 


1987-88 


Sl,160 


S4,680 


S6,820 


510,390 


Cumulative 
gain: 


23% 


15% 


40% 


35% 


Source: NCES, Digest of Education Statistics, 1989 
25th edition, Table 258, pp. 281-1 
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entire period spanning 1976-77 through 1987-88, the average real tuition in the private sector 
grew 40 percent* 

During the 1970s, a time of high price inflation, average tuitions in both sectors grew 
more slowly than inflation and the real cost of tuition declined. In the 1980s, tuitions grew more 
rapidly in nominal terms than they did through most of the 1970s, and inflation also slowed. In 
real terms, therefore, average tuitions increased significantly in the 1980s. 

In both the public and private sectors, resident attendance costs grew most dramatically 
when tuition did, i.e., during the 1980s* However, resident attendance costs rose somewhat slower 
than tuition: 14 percent in the public sector and 35 percent in the private sector between 1976- 
77 and 1987-88. 

College Cost Increases and Family Income 

Increases in tuition and overall resident attendance costs would not be a public concern if 
students and their families could readily afford to pay the higher charges. Another perspective is 
thus gained on rising college costs by comparing increases in tuition and room and board to 
changes in median famiSy income. 

In the 1987-88 academic year, median family income was $30,853. The average resident 
attendance cost for private four-year schools was $10,390 for that same year. This means that the 
resident attendance costs of private four-year colleges represented 34 percent of the current 
income of one half of all American families. The average resident attendance cost for public 
four-year schools was $4,320 in the same year, or about 14 percent of median family income. 
Thus, average resident attendance costs at private institutions represented more than twice as 
much of median family income as did resident attendance costs at public four-year institutions. 
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Table IM compares tuition and total attendance costs to median family income for the 
period 1976-77 to 1987-88. Whether considering tuition alone or total resident attendance 
charges, the ratio of costs to median family income grew faster at private four-year schools than at 
public four-year schools. Between 1980-81 an.: 1987-88, the average tuition at four-year public 
institutions increased from 3.8 to 4.8 percent of median fauiily income. Tuition at private four- 
year institutions grew from 16.6 to 22.1 percent of median family income during this same time. 
Tlius, the differential rate of growth in tuition in the public and private sectors throughout the 
1980s resulted in the widening difference in the proportion of income needed to pay the full 
tuition charged by a public or private college. 

Other analyses comparing tuition increases to changes in family income have used 
different income measures (Schenet, 1988; Hauptman, 1990). Disposable personal income Knd a 
family income measure adjusted for family size have both been used to determine how changes in 
tuition and other college costs compare to changes in income. Regardless of the measure used, 
though, the conclusion is consistent: tuition and college costs in both the public and private 
sectors rose faster than family income in the 1980s. 

Changes in tuition have also been compared to a number of other indicators of a family's 
economic status. These include personal savings, assets, and average mortgage payments, to name 
but a few. Again, the general conclusion is that the average family's ability to afford higher 
education decreased as tuition climbed in the 1980s. Chapter III considers these indicators as 
they relate to the impact of rising college costs on families from different econo^^ic backgrounds. 
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TABLE IM 



UNDERGRADUATE TUITIONS & RESIDENT ATTENDANCE COSTS (TUITION + ROOM + BOARD) 
AS A PERCENTAGE OF MEDIAN FAMILY INCOME 
197e-77TO 1967-88 
CURRENT (UNAOJUST iO) DOLLARS 



to 







PUBLIC 4-T£AK INSTITUTIOHS 






fJlllC ?-TEAK INSTITUTIONS 






ALl PRIVATE 


INSIITUTIONS 








PUBLIC (-T£/Ut 
iNSTtTUTlCMS 


TUITIOH 


RESID£nT 
ATTCNOAKCC 
COSTS 


PUILIC 2-TEAR 
INSTITUTIOMS 


TUITION 


KCSIDCNT 
ATTENDANCE 
COSTS 


ALl PNIVATE 

Institutions 


TUITION 


RESIDENT 
ATTENDANCE 
COSTS 


TEAR 

(JUtfJUMt) 


KCDIAM r/MlLT 

Income 


lUITlOU 


KeSIDENT 
A1UM0ANCE 
COSTS 


AS X OF MCDIAM 
rAMllT INCOMC 


AS X or 

HEDlAlt 
fAXlLY INCOME 


TUITION 


ICSIDCNT 
ATUNOAKCE 
COSTS 


AS X Of 
MEDIAN 
fANlLT 
INCOME 


AS X or 

MEDIAN 
FAMILY 
|NCgME___ 


TUITION 


RESIDENT AS X OF 
ATTENDANCE MEDIAN 
COSTS fAMlLT 
INCOME 


AS X or 

KDIAN 
fAMlLY 

— iis??. 


1976*77 


tU«9S8 


S617 


11,935 


(.IX 


12. 9X 


t283 


t1,(91 


1.9X 


10.0X 


S2,(67 


S3,906 


16.5X 


26.1X 


1977- W 


t16,017 


USS 


t2,058 


(.IX 


12.7X 


1306 


SI, 590 


1.9X 


9.9X 


S2,624 


S4,158 


16 .(X 


26.0X 


1978*79 


117.637 


S688 


t2,U5 


3.9X 


12.2X 


1327 


t1,691 


1.9X 


9.6X 


W,867 


U,51( 


16.3X 


2S.6X 


1979'M 


t19,600 


1738 


12.327 


3.8X 


11.9X 


S355 


SI, 822 


1.8X 


9-iX 


S3, 130 


U,912 


16.0X 


25. IX 


19e0*81 


121,052 


$80i 


t2,5SO 


3.8X 


12. IX 


S391 


S2,027 


1.9X 


9.6X 


S3,(98 


S5,470 


16.6X 


26. OX 


1981 


122. J87 


S909 


S2,871 


(.IX 


12.8X 


UU 


S2,22( 


1.9X 


9.9X 


S3,953 


S6,166 


17.7X 


27 .5X 


19»2*ft5 


123,438 


11,051 


13,196 


(.(X 


13.6X 


un 


S2,390 


2. OX 


10.2X 


U,(39 


S6,920 


18.9X 


29.5X 


1983-64 


t24«6;8 


t1.U8 


15,433 


(.7X 


13. 9X 


S528 


S2,53( 


2. IX 


10.3X 


S4,851 


S7,508 


19.7X 


30.(X 


1984-8S 


t26,4S3 


t1,228 


15,682 


(.6X 


13.9X 


1584 


S2,&Q7 


2.2X 


10. 6X 


S5,315 


S8,202 


20.1X 


31.0X 


1985-86 


128,323 


t1,318 


15,859 


(.7X 


13.6X 


S6(1 


S2,981 


2.3X 


10.5X 


S5.789 


S8,885 


20.(X 


31.(X 


1936-87 


t29,4S9 


t1,(U 


U,158 


(.8X 


u.ox 


$660 


S2,989 


2.2X 


10.1X 


S6,316 


S9,676 


21.(2 


32.8X 


1987 '88 


t50.8S3 


t1.490 


U.320 


(.8t 


u.ox 


S6V0 


S3. 160 


2.2X 


10.2X 


S6.820 


S10.390 


22.1X 


33.7X 


Scpuree: NCCS (CD), Olgett of Cdjcatlon Statlttlet, 1989 
2Sth edition, Ttbte 2S8, pp. 281-2. 
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Tuitions at "Expensive" Schools 

In the 1988-89 academic year, 130 schools had undergraduate tuitions greater than $10,000 
(The College Board, 1988). These schools, all of which are private, are often cited in discussions 
of college costs as an indicator of how expensive it is to attend college. Included among these 
schools is a mix of well-known universities and liberal arts colleges. The average tuition of these 
schools ill 1988-89 was $11,900 or more than twice that of all other private institutions.^ In the 
1988-89 academic year these schools enrolled about three percent of all undergraduates 
(Sherman and Cohen, 1990a). 

Tuitions at the most expensive schools have attracted attention, not only because they are 
much higher than those at other schools, but also because th^ have grown more quickly than 
tuitions at other schools. For example, between 1983 and 1988, tuitions at expensive schools grew 
by 26 percent in real terms compared to 19 percent at other private schools (Sherman and Cohen, 
1990a). 

The relatively large increase in tuitions at the most expensive schools has raised the 
concern that students from middle- and lower-income families will not be to attend these 
schooL. Kingston and Lewis (1990) present evidence that -through the 1980s, an increasingly 
larger share of students who attended expensive private institutions were from families with over 
$100,000 in annual income. 

Although students at the most expensive schools are more likely to come from higher- 
income families, it is important to realize that students from all income groups attend these 
schools. Students from lower- and middle-income families enrolled at these institutions are likely 



^Sherman and Cohen (1990a) list the most expensive schools and provide data on their 1988- 
89 tuitions and enrollments. Kirshstein, Tikoff, Masten, and St. John (1990) present an analysis 
of the revenues and expenditures of the 100 most expensive schools (based on 1987-88 tuition 
levels) using data from the Higher Education General Information Survey (HEGIS). 
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to receive Cnancial aid. This aid helps to bring the cost of attending these schools closer to that 
of less expensive private schools (Sherman and Cohen, 1990a). Despite the provision of financial 
aid, however, students pay more on average to attend expensive private schools than to attend 
other types of schools. 

College Costs and Financial Aid 

Rnancial aid ofEsets the costs of attending college for many students. In the 1986-87 
academic year, 46 percent of all undergraduates received some form of financial aid (U.S. 
Department of Education, 1988). The Federal government is the major provider of financial aid, 
awarding about 75 percent of all aid dollars or about 20 billion dollars in the 1988-89 school year; 
institutions and states provide most of the rest of available financial aid. 

In the late 1970s, tuition in both the public and private sectors declined in real terms. 
(See Table II-3.) Over this same time period, total Onancial aid increased. (See Table 11-5.) In 
the early 1980s, however, tuitions began to increase rapidly and Onancial aid actually declined for 
the first two years of this decade. Total Onancial aid grew only seven percent in real terms 
between the 1980-81 and 1987-88 school years, when college tuitions increased by about 27 
percent in real terms. In short, total Onancial aid grew considerably in the late 1970s but failed to 
keep pace with increases in college costs during the 1980s. 

During the 1980s there were also major cimnges in Federal student aid programs. First, a 
larger share of Federal aid became available to the general population of students and less aid 
was reserved for special groups of students. This change is attributable to decreases in the 
funding of specially directed aid programs, principally the phasing out of payments to children of 
Social Security recipients and a declining amount of veterans* aid. Thus, the total amount of 
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TABLE n-5 



STUDENT FINANCIAL AID 1976-77 TO 1987-88 
IN CONSTANT (1987-88) DOLLARS 



'■ 

YEAR 
(JULY- 
JUNE) 


FEDERAL. 
GENERAL 

AID 
IN 1987-88 
DOLLARS 


FEDERAL 
SPECL^L 

ALU 
IN 1987-88 
DOLLARS 


STATE 
GRANT 

IN 1987-88 
DOLLARS 


iNsimrnoNALLY 

AWARDED AID 
UN iyo/-oo 
DOLLARS 

— — — 


TOTAL 
AID 
IN 1087-88 
DOLLARS 


PERCENTAGE j| 
CHANGE } 


1976-77 


S8,056 


58,806 


51,200 


53,011 


521,073 




1977-78 


S8,720 


57,955 


51,253 


52,953 


520,881 


-1.0 


1978-79 


S9321 


56,611 


51,228 


52,838 


519,997 


-4.0 


1979-80 


512,063 


55,567 


51,176 


52,818 


521,625 


8.1 


1980-81 


Ci 1 ocy> 
^13,692 






^ 755 


523,047 


6.6 


1981-82 


513,742 


54,673 


51,238 


52,766 


522,419 


-2J 


1982-83 


512,681 


53,138 


51305 


52,959 


520,083 


in A 


1983-84 


513,834 


52,268 


5UP1 


53,279 


520,772 


3.4 


1984-85 


514,691 


51,924 


51,436 


53,528 


521,578 


3.9 


1985-86 


515,171 


51,739 


51,524 


53,911 


522346 


3.6 


1986-87 


515,004 


51,589 


51,565 


54,224 


522382 


0.2 


1987-88 


517,063 


51,491 


51,642 


54,561 


524,757 


10.6 


Cumula- 
tive 


112% 


-84% 


37% 


51% 


17% 




gain: 














Source: College Board, Trends in Student Aid: 1980 to 1989, ' 
Table 1, p. 6; Table 4, p. 9. 
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Federal generally directed aid increased, though not by enough to offset the decline in specially 
directed aid. (See Table 11-5.) 

The Pell Grant and Stafford Loan programs are the largest student aid programs funded 
and administered by the Federal government. Both grew rapidly during the 1970s. Then in the 
1980s, the average amount of aid received under the Stafford Loan program decreased in real 
terms. (Between 1980 and 1987, the value of the average Stafford Loan awarded fell by about 12 
percent in real terms.) Although average Pell awards increased over this time, average awards 
under this program were about half the size of the average Stafford Loan (The College Board, 
1989). 

The decline in the average value of Stafford Loan awards during the 1980s is particularly 
important because it was occurring at the same time that students were relying increasingly on 
loans to finance their education. The growing dependence on loans was sparked by rising higher 
education attendance costs and reductions in Federal grant programs (primarily the specially 
directed aid programs). Between 1980-81 and 1987^38, the share of grants as a portion of total 
avr.j}able aid dollars dropped from 56 percent to 47 percent, while loans grew from 40 to 51 
percent of all financial aid. (See Figure II-3.) 

It is important to note that loan aid and grant aid have very different effects on lowering 
ihe cost of attendance. Because loans must be repaid, they are worth less to students than grants, 
which have no repayment obligation. However, many Federal educational loans are subsidized in 
one or more of the following ways: 

♦ Students do not have to make loan payments while they are enrolled in school; 

♦ The Federal government makes interest payments while the student is in school; 
and 

♦ Interest paid by students is calculated at less-than-markct rales. 
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Figure 11-3 

Student Financial Aid by type 
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Thus, the value of a loan to a student is some portion of the amount borrowed; the 
precise value depends on many factors (e.g., length of time the student is in school). Several 
studies (CBO, 1988; McPherson and Schapiro, forthcoming) have valued loans at approximately 
50 percent of their face value. Using this estimate of the value of loans, the total amount of 
flnancial aid awarded to students grew by only one percent in real terms between 1980-81 and 
1987-88. This compares to a seven percent increase in aid disbursed if loans are calculated at 
face value. 

Another trend of the 1980s was a decline in the share of total aid provided by the Federal 
government and increases in the portions of aid from state and institutional sources. The Federal 
share of all financial aid reached a high of 83 percent in the 1980-81 school year and then 
dropped to 75 percent of all aid in the 1987-88 school yean (See Figure 11-4.) 

The form of financial aid that grew most between 1980-81 and 1987-88 was aid awarded 
by institutions. During this time, aid provided by institutions increased from 12 to 19 percent of 
all aid, reflecting a total increase in institutional aid of 66 percent in constant dollars. Much of 
this growth appears to have occurred at private colleges and universities, where total institutional 
aid provided to undergraduates increased by 87 percent in real terms (NIICU, 1990). 

One reason that private institutions meet need vwth their own resources is that students 
are limited to maximum aid awards under various Federal aid programs. For example, the 
maximum Stafford Loan an undergraduate can receive is currently $2,625 for first and second year 
students and $4,000 for third and fourth year students; the current ceiling on Pell awards is 
$2,300. Even if a student were to receive the maximum award under both programs, this financial 
aid would not cover total resident attendance costs at most private institutions. 
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Figure 11-4 

Student Aid By Source 
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Conclusion 

This chapter has examined overall trends in how the costs of attending college have 
changed over time. During the 1980s tuitions increased considerably faster than inflation, 
particularly among private institutions. The total amou:it of financial aid available also increased, 
but did not keep up vrfth tuitions. As a result, students are paying more to attend college. 

However, as suggested by the Congressiona! mandate, a thorough discussion of changes in 
college costs includes consideration of how the ability of students and iheir families to afford 
higher education has changed over time, particularly for students from lower- and middle-income 
families. These changes are discussed in detail in the next chapter* 
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CHAPTER m 

THE IMPACT OF RISING COLLEGE COSTS 
ON STUDENTS AND THEIR FAMILIES 

Evaluate the impact of such changes in cost on. . . students, and lower and middle income families. 

Background 

To a large extent, the public outcry over rising college costs stems from a basic 
commitment that higher education remain aEfordable for all students who wish to pursue a 
postsecpndary education. For many students and their families, increasing college costs have 
become a real financial burden. The ability of these families to afford a higher education has thus 
become a national concern. 

For many undergraduates, financial aid reduces the costs of attending college. In 1986, 
almost half (46 percent) of all undergraduates received some form of financial aid (U.S. 
Department of Education, 1988). Thus, what many students pay to attend college is different 
from what colleges actually charge. Several studies have calculated that the average student paid 
more to attend a postsecondary institution in the 1980s than m the 1970s, even after financial aid 
is factored in. That is, the "net price" of college, the price students pay after financial aid is 
deducted, appears to have increased as has the "sticker price," or posted tuition plus other costs. 

Since growth in financial aid programs did not keep pace with tuition growth in the 1980s, 
on average, students paid more to attend a postsecondary institution in the 1980s than in the 
1970s. That is, the "net price" of college has increased. 

Several recent reports have developed measures of net price that relate changes in 
financial aid patterns to changes in tuition (Schenet, 1988; Congressional Budget Office, 1988). 
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Schenet, for example, combines aggregate data on average costs of attendance and total aid 
awarded per full-time-equivalent student Her findings indicate that the average cost of 
attendance declined by eight percent between 1970 and 1980 in constant dollars and increased 26 
percent between 1980 and 1986; the average net price of attendbg college declined 48 percent in 
real terms during the earlier time period, but increased 104 percent during the first six years of 
the 1980s. 

A Congressional Budget Ofiace (CBO) report (1988) used three definitions of net price to 
compare changes in the sticker price to changes in the price students pay after aid is awarded. 
One of CEO's definitions of net price included all grants, as well as the face value of all loans and 
all wages fi-om work-study; another included all grants and work-study awards, valuing loans at 
half of their face value; the third definition included only grants. Regardless of the definition 
used, the CBO report found that the average net price of attending college fell considerably in 
the first half of the 1970s. Over the next five years, net price remained steady in real terms only 
if all forms of aid were subtracted at face value; under the other two definitions, net price 
increased. In the 1980s, net prices rose sharply according to eac'i definition. 

While aggregate trends and studies summarize how changes in tuition, financial aid, and 
ving costs affect student educational costs, they stop short of addressing how the confluence of 
higher tuitions and less financial aid has affected lower- and middle-income students. This 
chapter addresses the basic questions: To what extent do college costs affect enrollments? Has 
college become less affordable? More specifically, has higher education become less affordable 
for students from lower- and middle-income families? 
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College Costs and Enrollments 

Understanding the aEfordability of higher education requires understanding the basic 
relationships among college costs, financial aid, and the enrollment of students from different 
socioeconomic backgrounds. Increasing college costs become particularly important when they 
prohibit students from attending the college of their choice or hinder their ability to attend 
college at aU. A number of different studies have concluded that price indeed matters to students 
and their families, particularly those from lower-income backgrounds. 

In summarizing the results from many different studies, Leslie and Brinkman conclude that 
for every $100 increase in tuition, the first-time enrollment rat^; for 18 to 24 year olds drops 0.7 
percent. These studi s also indicate that the enrollment effects of tuition increases are greatest 
for community colleges, where costs are comparatively low, and smallest for private schools, where 
the average tuition is relatively high (Leslie and Brinkman, 1988). 

Other studies have shown that the availability of financial aid has the greatest effect on 
the enrollment of students from low-income families. A study by Manski and Wise (1983), for 
example, concludes that nearly 40 percent of low-income students would not have enrolled in 
college in 1980 absent the Basic Educational Opportunity (now Pell) Giant prog-ram. In contrast, 
the authors estimate that only 11 percent of students from middle-income families and just two 
percent of students from higher-income families would not have enrolled in college without this 
grant program. 

In a recent study prepared for the Department of Education, McPherson and Schapiro 
(forthcoming) also conclude that lower-income white students are sensitive to tuition increases. 
(Data were insufficient to reliably estimate these effects for minority students.) Attempting to 
reconcile the conflict in findings between cross-sectional econometric results and aggregate 
historical data, the authors' own analyses reveal that an increase of $100 in net cost results =n a 
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three percent enrollment decline for iower-income white students. When the effects of "sticker 
price" and the subsidy value of student aid are considered separately, the results indicate that 
students respond similarly to tuition cuts and financial aid increases (McPherson and Schapiro, 
forthcoming). 

Other studies reviewed by Leslie and Brinkman have examined the impact of financial aid 
on college access, choice, and persistence. These analyses indicate that without grant aid, 
between 20 and 42 percent of low-income students would not have enrolled in college; between 7 
and 20 percent of middle-income students would not have enrolled; and between 2 and 4 percent 
of the higher-income students would not have attended P.esults from student opinion studies 
basically support these Gndings: lower-income students are most affected by grant aid in their 
decisions to attend or not attend higaer education institutions (LesI! ind Brinkman, 1988). 

Financial aid also appears to affect a student's choice of school. After reviewing 23 
econometric analyses which examined the role of financial aid on student choice, Leslie and 
Brinkman conclude: 

♦ Institutions can improve their ability to recruit students by using student aid. In 
situations in which students are clearly choosing between two cr more institutions, 
student aid that reduces the net price difference by $100 will have a positive 
enrollment effect of about 1.8 percent on the higher cost institution. 

♦ The effect of Pell Grants on student choice is unclean The studies that have 
examined this 'Issue have come up with conflicting results. The positive choice 
effects of state student aid programs have been more clearly established. 

♦ Application and enrollment patterns for a variety of students at least hint that 
student aid has had a beneficial effect on student choice (Leslie and Brinkman, 
1988). 

Again, students from lower-income families are most affected by financial aid when choosing 
between two or more colleges. For these students, grants have a larger effect on enrollments 
than do loans or work study. 
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It is also important to determine the impact of financial aid on whether students remain in 
school once they enroll. Many different fi^ctors have been examined along with financial aid in 
attempts to determine which institutional, student, and family characteristics influence stULonts to 
remain in school. After reviewing 46 different studies, Leslie and Brinkman conclude that 
financial aid does affect student persistence in college. Their findings include: 

• The size of the effect has grown in a positive direction in recent years; 

• Nonwhite aid recipients do not persist as well as white aid recipients; 

• Persistence is enhanced by larger amounts of aid; and 

• When aid forms are compared to one another, grant and scholauhip aid have a 
more positive effect on persistence than do loans. (Leslie and Brinkman, 1988). 

Thus, it appears that access to college, choice among schools, and persistence once 

enrolled are all affected by student Gnanoal aid. Without financial aid, many students would not 

be able to attend or remain in college and many others would not be able to attend the college of 

their choice. 

Trends in the AfTordabllitv of Higher Education 

In discussing the affordability of higher education, Bradburd et al (1990a) note: 

"Affordability" is a more subtle notion than may at first appear. There are important 
differences between being able to afford the "cheapest" postsecond^iry option available 
(which is usually a community college within commuting distance); the most expensive 
option (typically an elite private institution); or some alternative in between (such as 
attendance at a state university on a resident basis). 

Therefore, the notion of affordability suggests the concept of choice. An underlying purpose of 

financial aid, particularly Federal Title IV programs, is to provide students with at least some of 

the resources necessary to attend any postsecondary institution to which they are admitted and 

wish to attend. Financial aid formulas reflect this purpose. Both the cost of the school the 

student wishes to attend and an amount that the student and his/her family are expected to 
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cx)ntribute toward educational expenses are considered in calculations of financial need. 
Therefore, students with similar family situations attending differently priced schools are eligible 
for different amounts of financial aid. 

The data needed to examine whether higher education has become more or less 
affordable to students from different financial backgrounds are not readily available* Although 
the Cooperative Institutional Research Program at the University of California, Los Angeles 
collects data through its Annual Freshman Survey, these data are problematic for several reasons: 
they are limited to full-time, first-time freshmen; they rely on student reporting of financial aid 
and income; the samph is limited to institutions that elect to participate; the data do not include 
individuals who are not enrolled in college; and e^'ch institution administers its own survey, 
resulting in considerable variation in response rates. Nonetheless, if used wiih caution, these data 
provide a rough picture of how the net costs of college havi: changed over time for students from 
different economic backgrounds. 

Using a definition of net price which incorporates the full value of grants and discounts 
loans at one half the amount borrowed, Bradburd et al report that the net costs of education fell 
for students in the late 1970s but rose again in the 1980s. Tho 5tudent-level finding is consistent 
with findings from studies using aggregate trend data. Bradburd and colleagues also found that 
students from all income groups experienced these net cost changes. (See Figure EM.) Between 
1974-75 and 1980-81, for example, the net cost of attending a private four-year college dropped 
from S3,642 to $2,482 in real (1978) dollars for students from families earning less than $10,000."* 
The net cost for students from middle-income families ($20,000 - $30,000) also dropped during 
this time period, from $4,770 to $3,686. Even students from upper-income families ($50,000+) 



'Family income is also reported in constant 1978 dollan:. 
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FIGURE III-IA 

Net Cost of Attendance for Three Income 
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FIGURE III- IB 
Net Cost of Attendance for Three Income 
Groups, in 1978 Dollars 
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experienced a slight drop in their net costs, from $5,229 to $4,932. Net costs in public four-year 
colleges followed similar patterns. (See Table UL-h) 

While net costs decreased for students from all economic backgrounds in the late 1970s, 
the lowest income students experienced the largest relative net cost declines. Then, in the early 
1980s, all students experienced an increase in what they were paying to attend college, but lower- 
income students appear to have been affected the most Between 1974-75 and 1980-81, net cost 
dropped 32 percent for students from families earning less than $10,000 a year, but only 6 percent 
for students from families earning more than $50,000 a year. Between 1980-81 and 1984-85, the 
net costs of the lowest income students attending private four-year colleges increased 48 percent, 
while the net costs for students from the highest income families increased 36 percent 

Lower-income students may also have been affected by rising costs in another way in the 
early 1980s. The net cost difference between attending Ae average private and public foar-year 
college increased 93 percent for the lowest-income students. Whereas the net cost difference 
between attending a four-year college in the private and public sectors was only $829 in 1980-81 
for students whose families earned less than $10,000, this difference almost doubled only four 
years later to $1,600. This finding suggests that college choice may have become more restricted 
for students from lower-income families as real net costs increased. Differences in net costs 
across the private and public sectors also increased for students from middle- and upper-income 
families, but the impact of this increase would not likely be as severe for students from these 
families. 

Analysts, college administrators, and policymakers have also addressed changes in the 
affordability of higher education in recent years. Their conclusions often reflect the general 
importance placed on higher education in this country. As an example, Mortenson has written 
several reports that decry the impact of changes in Federal aid programs on the affordability of 
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TABLE III-l 



Trends in Student Net Price Costs 
(1978 Dollars) 



PRIVATE FOUR-YEAR PUBLIC FOUR-YEAR 





Family Income Levels 
<$ 10,000 $20,000-$30,000 


>$50,000 


<$ 10,000 


Family Income Levels 
$20,000-$30,000 


>$50,000 


1974-75 


3,642 


4,770 


5,229 


2,161 


2,964 


3,091 


1976-77 


3,17R 


4,277 


5,098 


1,897 


2,860 


3,119 


1978-79 


2,744 


3,891 


4,934 


1,729 


2,662 


2,930 


1980-81 


2,482 


3,686 


4,932 


1,653 


2,488 


2,820 


1982-83 


3,358 


4,746 


6,264 


1,979 


:i,719 


2,952 


1984-85 


3,682 


5,134 


6,703 


2,082 


2,892 


3,169 



SOURCE: Annual Freshmen Survey, 1974, 1976, 1978, 1982, 1984. 



college (1988; 1990a; 1990b). His particular concern is the shift in emphasis from grants to loans " 
in FwJ^ral student aid programs. Using data from the Annual Freshman Survey, the Current 
Population Survey, and some specific state studies, Mortenson concludes that the shift from grants 
to loans made higher education less affordable to lower-income students, as evident in their 
declining enrollment rates. 

Mortenson also claims that a number of changes in financial aid policies at the Federal, 
state, and institutional levels have benefitted students from middle- and upper-income families at 
the expense of lower-income students. Some of these changes include: 

• Modifications in the Pell Grant formula to extend the eligibility of middle-income 
students; 

• The development of college savings plans designed for families who are able to 
save (e.g., middle- and upper-income families); 

• The elimination of Social Security survivors' benefits; and 

• Growth in non-need-based institutional aid (Mortenson, 1990b). 

While it cannot be denied that lower-income students have been affected by a number of 
trends in financial aid and college costs, many of Mortenson's conclusions are subject to further 
investigation. It is difficult to understand, for example, how eliminating Social Security education 
benefits, a non-need-based form of financial aid, could have benefitted students from middle- and 
upper-income families at the expense of poorer students. And while college savings plans do 
primarily help middle-income families who are able to save for the higher education of their 
children, it could also be argued that if those families who had the resources save for their 
children's higher education did so more readily, more financial aid would be available to those 
students who need it the most. 

Furthermore, the intent of financial aid has never been to serve the poor exclusively. If 
this were the case, the rather sophisticated need analysis methodologies currently employed to 
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determine eligibility for many Federal aid programs would not be necessary. Instead, simple 
income cutoffs could be used. Expenses, debts, family situations, and assets are all considered in 
the calculation of aid awards in order to provide assistance to all students who may need help in 
paying for college, regardless of family income. 

In recent years, a number of trends in the personal finances of American families suggest 
that students from middle-income families may be more likely to need Gnancial aid now than they 
did ten or more years ago. Hrst, families are saving less. Data taken from the National Income 
and Product Accounts reveal a drop in the percentage of disposable income going into savings 
from 9 percent in the mid-1970s to 3.25 percent in 1987. Although the rate of savings increased 
to 5 percent in 1989, this rate is still far below 1970s levels. Thus, even families most likely to 
save - those of middle and upper incomes - have been saving considerably smaller percentages of 
their disposable incomes. 

This decline in savings rates can be explained in part by dramatic increases in debt. Both 
installment and mortgage debt increased in the 1980s. Total installment debt, used for purchases 
such as automobiles and major appliances, has increased from 15 percent of disposable income in 
1975 to 19 percent in the late 1980s. Mortgage debt increased even more dramatically. Whereas 
in 1975, mortgage debt comprised 70 percent of all disposable income, by 1988, this type of debt 
had risen to 93 percent of disposable income.^ Higher total debt rates suggest greater financial 
commitments to pay off the debt and/or prolonged repayment periods. 

Tuitions have been increasing, disposable income is increasingly being used to cover 
mortgages and installment debt, and savings have declined. These trends indicate that Americans, 
on average, have less disposable income available to cover college expenses and thus a greater 

^Findings on both installment debt and mortgage debt are reported on total amounts owed 
and not monthly payments. Thus, debt rates can equal or exceed disposable income. 
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need for financial aid. They also suggest that middle-income students and fainilie*- are also being 
squeezed by the rising cost of college in the 1980s. 

Theie have been, however, several changes in Federal financial aid formulas that have 
enhanced middle-income students' eligibility for aid. Using data from American College Testing 
(ACT), Mortenson demonstrated for a number of different student characteristics (e.g., 
independent and dependent, varying family sizes) that as a result of Congressional modifications 
to the Pell Grant formula in 1986, the average Pell award increased considerably .aore for 
students from higher-income families than for students from lower-income backgrounds 
(Mortenson, 1990b). 

There have also been changes in aid from non-Federal sources which benefit middle- and 
upper-income students. As noted in Chapter II, financial aid provided by private colleges and 
universities increased considerably in the 1980s. Although most institution-funded financial aid to 
undergraduates is based on need, non-need-based institutional aid grew faster than need-based 
institutional aid in the 1980s. Between 1980-81 and 1987-88, for example, non-need-based aid 
grew by 324 percent in constant dollars and need-based aid grew by 79 percent in private liberal 
arts I colleges. In private research and doctorate-granting universities, non-need-based aid 
increased by 103 percent while need-based aid grew by 91 percent in constant dollars (NIICU, 
1990). Thus, students who would not necessarily qualify for Federal Title IV aid (which is 
awarded primarily on the basis of need) are receiving larger and larger amounts of institutional 
aid, at least in private colleges and universities. 

Nonetheless, most of the aid provided by four-year private institutions is still awarded to 
students from middle- and lower-income families (Sherman and Cohen, 1990a). Students who 
receive institutional aid are also likely to rcs^^ive Federal aid, although there are students 
(primarily from higher-income families) who receive institutional aid only (Sherman and Cohen, 
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1990b). Thus, institutional aid at private schools is an important source of Onancial assistance that 
helps students from lower- and middle-income families meet financial need not covered by Federal 
aid 

All of these analyses point to the same basic conclusion: in general, higher education has 
become less affordable, particularly for lower-income students. However, middle-income students 
have also been affected by rising tuitions, declining Federal financial aid, and shifts in consumer 
patterns. The question we now address is: how are students currently meeting the costs of higher 
education? 

The Current Affordabilitv of Higher Education 
Analyses of NPSAS data presented in Table 111-2 reveal that students from different 
economic backgrounds pay for their college educations differently. In 1986-87, poorer students in 
all types of institutions were more likely to receive financirl aid than were students from higher- 
income backgrounds. In all types of schools except public two-year colleges, over 80 percent of all 
students in the lowest income quartile received some form of aid. Furthermore, the more 
expensive the school, the higher the percentage of students from all income backgrounds who 
received some form of aid. In four-year private institutions (the most expensive type of institution), 
at least half of all students in all income quartiles received some form of financial assistance. 

The type of financial aid received affects net price outcomes. Similar to the work of 
Schenet and the Congressional Budget Office, Kirshstein and Cohen (1990) used three different 
measures of net price. These measures are: 

• NET PRICE 1 = EDUCATIONAL COSTS - GRANTS; 

• NET PRICE 2 = EDUCATIONAL COSTS - [GRANTS + 1/2 LOANS]; and 

• NET PRICE 3 = EDUCATIONAL COSTS - 

[GRANTS + LOANS + WORK-STUDY]. 
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TABLE ra-2 



Percentage of Full-Time Dependent Undergraduates 
Receiving Financial Aid by Income Quartile: 
1986-87 



Public Private Proprietary 

4-year 2-year 4-year 2-year 



Income 
Quartiles 



Lowest 


81% 


64% 


91% 


88% 


93% 


2 


60% 


43% 


88% 


76% 


84% 


3 


45% 


28% 


79% 


63% 


74% 


Highest 


22% 


15% 


50% 


38% 


46% 



SOURCE: Kirshstein and Cohen (1990) 
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The first measure considers only the purest subsidy - grants - and deducts the grant award at 
face value from educational costs. The second net price measure recognizes that educational 
loans must be repaid but are partially subsidized; thus, it subtracts the full value of grants and 
one-half of the loan value from the "sticker price" and other costs. The third net price calculation 
is essentially a measure of current price, or the amount of money students pay at the time of 
enrollment; it deducts the frill value of all grants, loans, and work study awards from the sticker 



Table 111-3 provides data concerning what financially dependent, full-time, full-year 
undergraduates pay to attend different types of institutions. A number of comparisons can be 
drawn from these data; summarized below are some of the findings central to issues of income 
and affordability. (For a more detailed discussion, see Kirshstein and Cohen, 1990.) 

• Financial aid appears to be going to those students who ostensibly need it the 
most. Students from lower-income families in all types of schools receive more 
financial aid than do s '.udents from higher-income families, and subsequently their 
net price, according to each definition, is considerably lower. 

• Even the lowest income students who are eligible for grant aid also depend on 
loans and work study to cover educational costs. For students in the lowest 
income quartile attending private four-year colleges and universities, the average 
total cost was $10,083; the net price after grants alone are deducted was $5,821; 
the net price after all aid is subtracted at face value was almost $2,000 less, or 
$3,876. 

• The higher the student's family income, the larger the difference in net price 
between attending a public and private four-year college. For students in the 
highest income quartile, the differential cost was over $4,000 for all definitions of 
net price; for students in the lowest income quartile, the difference ranged from 
$1,100 to $2,000. 

• Although financial aid reduces the corts of college fo; many students, aid 
recipients still make considerable contributions toward their educational expenses. 
Even the lowest income studitnts in public colleges paid, on average, over $2,500 
after all types of financial aid were deducted at face value. 

Further analyses of these data reveal that the financial aid packages of ?ower-income 

students enrolled in public four-year institutions consist primarily of Federal aid. Higher-income 
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TABLE ra.3 



Net Price Differences for FuU-Time Depeadent Undergraduates 
by Institution Type and Income Quartile: 
1986-1987 



NET PRICE 

Income Average Grants + Grants + Loans 

School Type Quartile Costs* Grants 1/2 Loans + Work Study 



Public 4- Year 


Lowest 


S 5,488 1 


S3,8a2 


S3377 


52,777 




2 


S 5,462 1 


S 4,763 


$4394 


53,926 




3 


S 5,557 } 


S 5,201 


54,947 


54,651 




Highest 


S 5,783 1 


S 5,618 


55,519 


55,40'? 



Public 2-Year 


Lowest 


5 3,855 i 


5 2,973 


52,859 


52,665 




2 


5 3,703 1 


5 3395 


53,260 


53,097 




3 


5 3,496 1 


5 3390 


53329 


53,261 




Highest 


5 3,451 1 


5 3389 


53380 


53,372 



Private 4-Year 


Lowest 


510,083 1 


5 5,821 


55,028 


53,876 




2 


S10,27§ i 


5 7,013 


56,197 


55,081 




3 


510,579 1 


5 8,441 


57,768 


56,903 




Highest 


511341 1 


510394 


510,051 


59,623 



Private 2-Year 


Lowest 


5 6,500 1 


5 3,984 


53,405 


$2,738 




2 


5 6,583 1 


5 5,154 


54,666 


54,079 




3 


S 6,702 1 


5 5,860 


S5391 


54,890 




Highest 


5 7333 1 


5 6,791 


56,634 


$6,474 



Proprietary Lowest 
2 
3 

Highest 



5 7,882 I 
5 8,278 I 
5 8,290 I 
5 8,680 I 



5 6,112 
5 7,564 
5 7,996 
5 8,575 



55,068 
56364 
56,973 
58,039 



54,010 
55,146 
55,951 
57,499 



•Includes tuition, room and board, and other educational related costs. 



SOURCE: Kirshstein and Cohen (1990). 
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students in these types of schools receive almost no Federal aid. In the private sector, however, 
Federal grants only contribute about 15 percent to total educational costs for the lowest income 
students. These students paid, on average, approximately $8,700 to attend a private four-year 
college or university. When all forms of financial aid are considered, the average net price drops 
to $5,821. Similar drops occur across all three definitions of net price. 

Fmally, the issue of actus! "need" was examined for students who applied for Federal aid. 
By definition, need is the difference between educational costs, and a calculated amount that the 
student and family are expected io contribute toward these costs. Federal aid meets a portion of 
need for students attending all types of postsecondary institutions. However, without aid from 
other sources, the poorest students would be left vrfth large amounts of unmet need. In public 
four-year colleges and universities, for example, students from the lowest income background were 
left with almost $2,000 of umnet need after all Federal aid was deducted from costs. Aid from 
other sources reduced this need to slightly over $1,200. In private four-year colleges and 
universities, students from the lowest income families had an average of over $5,000 of unmet 
need after Federal aid was awarded. Aid from state and institutional sources reduced this unmet 
need to $2,067. Whl\^ this reduction is considerable, $2,000 is still a substantial sv\m for low- 
income students to pay for their college educations. 

This analysis of NPSAS data reveals that different forms of financial aid reduce the costs 
of college for students from all income backgrounds and in all types of schools. Poorer students 
receive the most financial assistance, yet financial aid also lowers college costs for middle- and 
even upper-income students. This is particularly the case in private four-year colleges and 
universities, which are awarding larger amounts of non-need-based financial aid from institutional 
resources. However, students are still meeting significant portions of their college costs on their 
own. 
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Conclusion 

The accessibility of a college or university education to a very large portion of high school 
graduates, regsrdless of financial resources, has become a hallmark of the American system of 
higher education. People are concerned about escalating tuitions because they fear that a college 
education may become unaffordable to many students. Hndings in this chapter indicate that 
despite an increasing Federal financial aid budget and growing institutional aid in the private 
sector, families' out-of-pocket costs have been increasing. 

The issues of the affordability of higher education raises a number of other important 
questions: Why did both the "sticker" and "net" prices of college increase in the 1980s? Will 
tuitions continue to escalate in the 1990s at rates similar to those in the past decade? What can 
be done to curb college costs so that higher education remains affordable to all students wshing 
to attend? These questions are addressed in the remainder of the report 
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CHAPTER rv 

EXPLANATIONS FOR RISING TUIllONS AND COSTS 



Determine specific causes of such changes in cost and the extent to which those causes have 
contributed to such changes. 

Background 

Rising tuitions are often explained as a logical consequence of increasing ^x>llege 
expenditures. The premise of these explanations is that as colleges spend increasing amounts of 
money on a variety of items for a variety of reasons, colleges increase their tuitions. Some 
observers have focused their analyses on one or two areas in ^^hich collegeexpenditures have 
risen, faculty salaries and administrative expenditures being cited frequently. Others speculate 
that expenditure growth has been the result of other factors affecting higher education 
institutions, ranging from higher utility rates to heightened demands for sophisticated computer 
and laboratory equipment. Moreover, shortfalls in revenues from other sources - such as state 
funding for public institutions and voluntary to private colleges and universities - have allegedly 
exacerbated the effects of rising institutional expenditures, th\is putting pressure on tuitions. 

However, fluctuations in college and university expenditures and revenues may not totally 
explain tuition levels. Although tuition and institutional expenditures both increased during the 
1980s, many have questioned whether tuitions have risen because expenditures have increased. 
Instead, they argue that tuition and other attendance cosis are shaped largely by students' and 
parents' pcrcsivcd value of higher education and their willingness to pay for it. Like the 
explanations which attribute tuition increases to expenditure growth or revenue shortfalls, there 
are several variants of the "consumer demand drives tuitions" argument. 
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Howard Bowcn (1980), for example, argues lhal colleges raise all the money ihey can, 
then spend all Ihey have raised. The implication is thai as long as there is sufficient demand for 
higher education, institutions can raise tuitions and spend the re.-alting revenue. Others have 
claimed that higher education institutions practice "prestige pricing" (Breneman in Streitfeld, 
1988); that is, they raise tuitions to signal to sti its that the quality of their school is on par 
with other comparably priced schools. 

Advocates of each of these explanations of nsing uition have focad data to support their 
positions. Faculty salaries have increased throughout the lPy)s, the administrative stalls of 
colleges and universities have expanded, and both college expenriliures and tuitions have grown 
faster than many non-tuition sources of revenue to higher education institutions. At the same 
time, the demand for higher education at many institutions remains strung, despite growing tuition 
levels and a drop in the number of 18- to 24-year-olds, the traditional college population. 

While the American public may seek definitive explanations for rising tuitions, and while 
many higher education analysis and observers have offered them, there is, in actuality, no single 
explanation. The report Trends in Institutional Costs , researched and written in response to the 
first two elements of the Congressional niandate on higher education costs, reaches this 
conclusion. A vast majority of institutional administrators indicated in a recent survey that each 
of the 12 factors listed as a possible influence on tuition increases had occurred at their 
institutions. Those factors most often cited as having the greatest effect on raising tuition ranged 
from growth in academic and operating expenditures, state tuition policy requirements, and a 
desire to improve the quality of the institution (Chancy and Farris, 1990). These responses 
suggest that there is no single explanation for the recent rise in college prices, but rather that a 
number of different factors are at work. A number of other recent reports on rising college costs 
reach the same conclusion (Hartle, 1986; Frances, 1990; Schenet, 1988; Hauptman, 1990). 
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Thus, to single out any one cause of tuition increases in all postsecondaiy institutions, or 
even to attempt to rank the various causes in order of importance, would oversimplify the 
complexity of higher education in the United States and the process by which tuitions are 
established and changed. Therefore, this chapter does not conclude with unambiguous support 
for any particular theoiy about why tuitions have risen* Rather, it explains several phenomena 
that have very likely contributed to higher education costs throughout the 1980s. The two 
principal groups of explanations examined are based on the notions that: (1) tuitions increase to 
cover rising institutional expenditures or to compensate for shortfalls from other revenue sources 
(i.e., budget-oriented explanations); and (2) institutions set tuition levels based on more demand- 
oriented criteria, such as what students are vrflling to pay to attend a given college. 



Budget'Oriented Explanations for Tuition Increas es 
There are many types of budget-oriented explanations for tuition increases. These 
explanations assume that tuitions have increased because expenditures have increased or the non^ 
tuition revenue available to schools decreased. Most are premised on the assumption that 
expenditure levels drive tuition levels. Some of the specific explanations offered include: 

• The prices of goods and services purchased by colleges and universities have risen 
faster than inflation. 

• Colleges have been spending money on new types of products and services, or 
purchasing more of them. 

• Physical plant repair and maintenance have increased, requiring additional 
institutional expenditures. 

• Faculty compensation costs have risen. 

• Administrative staffs have expanded. 

• Institutions' .<ttudcnt financial aid budgets have grown. 
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• Inslilutions have incentive lo raise tuitions to maximize revenue from Federal 
student aid funds. 

• Institutions have experienced shortfalls from other revenue sources. 

• Changes in enrollment have resulted in increased institutional expenditures. 
Each of these explanations is discussed below. 

The prices of goods and services purchased by colleges and universities have risen 
rapidly. Undoubtedly, college and university expenditures have risen in the last 15 years. 
Between 1975-76 and 1985-86, total educational and general (E & G) expenditures per full-time 
equivalent student at public institutions increased 19 percent in real terms, from $6,394 to $7,629 
(in constant 1985-86 dollars)^. Almost all this growth occurred between 1980-81 and 1985-86, 
when E & G expenditures grew from $6,463 lo $7,630 per PTE student, or 18 percent. In the 
private sector, real E & G expenditures also rose 19 percent between 1975-76 and 1985-86, from 
$9,330 to $11,098 per PTE student. In the first half of this period, E & G expenditures at the 
average private sector institution had actually decreased slightly (2 percent) in real terms before 
increasing sharply (21 percent) in the early 1980s (Kirshslein et ai, 1990). Figures IV-1 and IV-2 
chart growth in E & G expenditures in public and private institutions, respectively. 

These figures not only reveal growth in total per-student E & G expenditures at higher 
education institutions but also show the relative share of spending represented by each major 
budget category. Despite significant differences in revenue sources, public and private higher 
education institutions share very similar expenditure patterns. In both sectors, spending on 



^ Annual expenditure and revenue data from U.S. higher education institutions were collected 
from the mid-1960s until 1985 through the Higher Education General Information Survey. These 
data pertain to two- and four-year public institutions and two- and four-year private non-profit 
institutions, but not propriclaiy schools. Subsequent to 1985, comparable expenditure and 
revenue data have been collected for all poslsecondaiy institution types, including proprietary 
schools, through the Integrated Poslsecondar>' Educational Data System. However, most of these 
data have not yet become available to the public. 
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Figure IV-1 

E & G Expenditures per PTE Student 
Public Institutions 

Thousands of Constant 1985-86 Dollars 
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Figure IV-2 

E & G Expenditures per FTE Student 
Private Institutions 
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instruction typically represents the largest expenditure category: 43 percent of public institutions' 
E & G spending and 36 percent of private institutions* E & G spending in 1985-86. The other 
principal academic category is library-related expenses; these represent a much smaller portion of 
expenses, only 3 to 4 percent of E & G expenditures in each sector. Administrative expenses, the 
second largest budget item in both sectors, grew faster than academic spending between 1980-81 
and 1985-86. By the latter year, administrative expenditures represented approximately 23 
percent of E & G expenditures in public institutions and 25 percent in private institutions. Plant 
operation and research expenditures each accounted for about 10 percent of E & G expenditures 
in both sectors. The largest difference between the two sectors appears in the scholarship or 
institutional financial aid category. In 1985-86, scholarship expenses represented 10 percent of 
E & G expenditures at private institutions but only about 3 percent of E & G expenditures at 
public institutions. 

Colleges and universit.^. * sist that higher E & G expenditures in many spending areas 
have been necessary to maintain the quality of education. In part, institutional expenditures 
increased in real terms because the prices of products and services typically purchased by colleges 
and universities increased faster than inflation, as measured by the CPI. As its name suggests, the 
Consumer Price Index measures how prices have risen for a typical consumer; therefore, food end 
clothing costs, for example, play an important role in determining changes in the CPI from one 
year to the next. For colleges and universities, though, changes in other prices, such as faculty 
salaries, have a much greater impact on institutional spending (Berger, 1988; CASE, 1987). Thus, 
fastcr-than-indation expenditure growth docs not necessarily mean that higher education 
institutions are buying any more or better goods and services than they did in the past, or that 
they arc managing their money any worse. 



59 

< 



ERIC 



73 



Differences between expenditure or tuition growth and inflation may instead reflect 
particularly rapid increases in the costs of products and services purchased by universities. Faculty 
compensation, the principal coiuponent of instructional expenditures, did rise much faster than 
inflation in the 1980s. The price of library materials also skyrocketed, particularly during the 
latter half of the 1980s. Changes in the costs of many goods and services purchased by colleges 
and universities are reflected in the Higher Education Price Index (HEPI).'' Egure IV-3 shows 
the dramatic differences between changes in the CPI to changes in the prices of books and 
materials, contracted services, supplies and materials, equipment, and utilities, as measured by the 
respective HEPI subindices. 

Colleges have been spending money on new types of products and services, or purchasing 
more of them* Higher education institutions' expenditures have also increased as a result of 
additional types and quantities of certain goods and services purchased. Changes in technology 
and the expectations of students, families, and future employers constantly redefine what 
constitutes a "quality" education. Ultimately, changing conditions and expectations can affect how 
much of what goods and services higher education institutions buy. For example, as computers 
have rapidly become an indispensable part of the business and scientific communities, they have 
also become integral components of many college courses - ranging from journalism to the 
natural sciences. To adapt to these trends, colleges and universities have spent large sums of 
money to update, expand, and improve their computing equipment. Ironically, unlike many items 
purchased by colleges and universities, the per-unit cost of many types of computer equipment 



Between 1980 and 1987, the HEPI grew at the average annual rate of seven percent, abo.n 
two percentage points above the general rate of price inflation. One possible problem with using 
the HEPI, though, i. that some of its key components - most notably, employee compensation - 
are not externally determined (by the market), but rather are shaped largely by the individual 
buyer - a higher education institution. 
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Figure IV-3 

Changes in CPl and Subcomponents 
of Higher Education Price Index 



% change from previous year 
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Souret R.s.arct, Asaoclates of Washington, Higher Education Price Indices, 1989 Update, Tables 1 and 2A. 
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and supplies has dropped. However, the tremendous increase in quantities purchased far 
outweighs the price drop. In a 1988 survey of higher education coordinating and governing 
boards, respondents ranked equipment and computer costs to be of "high" concern more often 
than any other cost category (Brinkman, 1988). In another recent survey of higher education 
institutions, more than half of all higher education institutions responding reported that 
expenditures on computing equipment and facilities and administrative computing had risen faster 
than inflation during the 1980s (Chaney and Farris, 1990). 

Physical plant repair and maintenaDce have increased, requiring additional institutional 
expenditures. Several reports calculate the cost of repairing or replacing damaged facilities on 
campuses at billions of dollars (Helpem, 1987; National Association of College and University 
Business Officers and Association of Physical Plant Administrators of Colleges and Universities, 
1989). Although data on institutions' capital expenditures do not indicate that colleges and 
universities have increased expenditures to improve the situation, ignoring needed repairs may 
exacerbate the problem and make the eventual reckoning more expensive for institutions. (The 
prospect of increased expenditures on plant operation and maintenance in the future is discussed 
further in Chap cr V.) 

Faculty compensation costs have risen. Because higher education is labor-intensive, 
staffing decisions have major consequences for both the quality of education and the cost of 
providing it. Instructional costs alone - most of which consist of faculty salaries and benefits - 
comprised approximately 43 percent of all E & G expenditures in public institutions in 1985-86 
and 40 percent of all E & G expenditures in private institutions in the same year. Moreover, 
within higher education there are limited opportunities for the kinds of productivity increases due 
to technological advances that help to reduce labor costs in other types of industries (CASE, 
1987). For example, despite the availability of technology to videotape classroom lectures, there 
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was only slight change in the ratio of full-time faculty to FTE students at the nation's colleges and 
universities between the mid-1970s and mid-1980s (Kirshstein et al, 1990).^ 

Not only the numbers of faculty but also their salary levels can have profound effects on 
institutions' finances. Although significant salary differences persist across disciplines, institution 
types, and geographic regions, faculty salaries in general have been increasing faster than inflation 
throughout the 1980s. Between 1980-81 and 1989-90, for example, the average full professor's 
salary increased 19 percent in real terms^ (Table IV-l traces real growth in faculty salaries 
between 1975-76 and 1989-90.) Faculty benefits grew considerably during this period, as well - 
from 18 percent of salary in 1980-81 to 23 percent of salary in 1989-90 (Kirshstein et al, 1990). 

Faculty salary increases in the 1980s, however, followed a long period of real salary 
declines in the 1970s. Many educators point out that faculty salaries have still not caught up with 
their real value in the early 1970s (Thrift, 1987; Kasper, 1989) and that they have grown more 
•slowly than salaries in many other professions (Hansen and Guidugli, 1990; U.S. Department of 
Education, 1989). Despite the rapid growth in faculty salaries during the 1980s, salaries in 1989- 
90 were about the same, in real terms, as in 1975-76 - when real faculty salaries had already 
begun to slip from their peak a few years earlier. (See Table IV-1.) Critics, on the other hand, 
charge that faculty are overpaid and underworked (losue, 1988; Sykes, 1988). 

Furthermore, over the past twenty years or so, the average and median ages of faculty 
members have been creeping up. As the professoriate has "aged," an increasing proportion of 
faculty members have assumed senior, and hence the most highly paid, faculty positions. Between 
1975-76 and 1987-88, for example, full professors grew from 28 to 35 percent of full-time faculty, 



^ In the public sector, the ratio of FTE students to full-time faculty dropped slightly from 19.94 
to 19.00 between 1975-76 and 1985-86. In the private sector, the ratio of FTE students to full-time 
faculty increased slightly from 12.70 in 1975-76 to 13.12 in 1985-86 (U.S. Department of Education, 
1989). 
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TABLE IV-l 

Full-time Fa<!ulty Salary Growth 
(ip Constant 1989-90 Dollars) 





Professor 


Associate 
Professor 


Assistant 
Professor 


Instructor 


1975-76 


$53,078 


$39,864 


$*2,752 


4>/0,j1 / 


1980-81 


$45,151 


$34,290 


2)Z7,/ol 


coo 1 <o 


1985-86 


$49,485 


$37,026 


COrt ceo 




1989-90 


$53,540 


$39,590 


$32,970 


$24,890 


% CHANGE 










1975-76 to 1980-81 


-15% 


-14% 


-15% 


-16% 


1980-81 to 1985-86 


10% 


9% 


10% 


7% 


1985-86 to 1989-90 


8% 


7% 


8% 


5% 



Source: The Annual Report on the Economic Status of the Profession: 1989-1990, p. 13. 

The Annual Report on the Economic Status of the Profession: 1985-1986. p. 9. 

The Annual Report on the Economic Status of the Profession: 1980-1981 p. 5. 

The Annual Repc .t on the Economic Status of the Profession: 1975-1976. p. 208 . 
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while assistant professors decreased from 33 to 25 percent of full-time faculty (American 
Association of University Professors, 1976, 1988). The combination of higher faculty 
compensation levels generally and a disproportionate number of faculty at the highest paid rank 
has fuelled growth in instructional expenditures, which increased 17 percent (real) in the public 
sector and 18 percent (real) in the private sector between 1980-81 and 1985-86. Many individuals 
and institutions in the higher education community anticipate faculty shortages in several fields 
when the current group of senior faculty retires (Bowen and Sosa, 1989; Bowen and Schuster, 
1986). If such rhortages materialize, competition among institutions for faculty may increase and 
bid up faculty expenditures further. 

Administrative staffs have expanded. Administrative expenditures have grown even more 
rapidly than instructional expenditures. Between 1980-81 and 1985-86, these expenditures 
increased, in real terms, by 25 percent in public institutions and 28 percent in private institutions. 
As a result of this growth, administrative expenditures grew from 22 to 23 percent of total E & G 
expenditures in the public sector between 1980-81 and 1985-86, and from 24 to 25 percent of 
total E & G expenditures in the private sector over the same interval (Kirshstein et aly 1990). 

Increases in institutions' administrative expenditures can be attributed in part to changes 
vwthin U.S. higher education. Institutions have invested considerable amounts of money in new 
types of services and facilities to accommodate developments in technology, scholarship, students' 
expectations, and legislation. In many cases, the new additions to college cj)mpuses require 
personnel to administer or operate them. For example, the expansion of computers into many 
areas of higher education has often been accompanied by the arrival of increased numbers of 
computer programmers and technicians. According to a recent survey (Chancy and Farris, 1990), 
administrative computing was among the three non-academic expenditure categories reported to 
have the largest effect on expenditures. This response was given by 27 percent of respondents. 
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Another common response (indicated by 29 percent of respondents) was marketing and recruiting 

costs, also a labor-intensive administrative spending area. 

Hansen and Guidugli (1990) have pointed out that many non-teaching staff positions on 

college and university campuses have been created to perform a number of very different 

responsibilities, most of which are relatively new to higher education institutions: 

Exjjanded student financial aid programs required additional staff; remedial programs 
demanded specialized personnel; the legal issues arising from the beginning of the 
litigious [sic] age' necessitated the hiring of full-time lawyers; affirmative action programs 
called for specialists to handle the paperwork and related activities; and increased scrutiny 
by federal agencies, state government offices, and other groups greatly enlarged the 
administrative burdens of virtually all postsecondary institutions. Dealing with these 
matters required hiring additional, nonfaculty personnel. Tills response not only opened 
up new positions but was accompanied by the growing prcfessionalization of college and 
university administrators (pp. 143-144). 

Data collected by the U.S. Equal Employment Opportunity Commission document growth 
in the number of individuals employed in various job categories at colleges and universities. 
These data reveal that between 1975 and 1985, both of the fastest growing categories consisted 
primarily of administrative positions. The "Other Professionals" category grew the fastest - over 
60 percent, or 100,000 people - and includes employees in academic support, student services, 
and institutional support positions that require a college degree or equivalent experience. 
Exaniples of such positions are accountants, coaches, counselors, lawyers, librarians, and systems 
analysts. "Executive, Administrative, snu Managerial Employees" comprised the next fastest 
growing category of higher education institutions' staffs, growing 18 percent (more than 18,000 
people); included m this category are institution presidents, vice presidents, deans, directors, and 
other managers. (Sec Table IV-2.) 

A recent study comparing growth in the salaries of higher education faculty and 
administrators reveals that the real value of administrators' salaries, like those of faculty, declined 
between 1970-71 and 1980-81, then increased somewhat between 1980-81 and 1984-85. However, 
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administrative salaries did not, on average, decline quite as much as faculty salaries during the 
1970s; and during the early 1980s, administrative salaries increased slightly faster than faculty 
salaries overall, though this finding varied by discipline (Hansen and Guidugli, 1990). 

In the same study, comparisons of administrator and faculty salary levels to salaries in 
other professions reveal that salaries for both groups of higher edu:;ation employees declined 
more in real terms during the 1970s than all the other occupation categories listed. Between 
1980-81 and 1984-85, only the salaries of Federal civilian employees grew slower (22 percent) 
than faculty salaries (5.9 percent). Tne average salary in most other occupation categories grew 
at least as fast as administrator salaries during this period (7.4 percent) (Hansen and Guidugli, 
1990). (See Table IV-S.) 

Institutions' student financial aid budgets have grown. Throughout the 1980s, 
institutions have dramatically increased expenditures on student aid. As noted in Chapter 11, the 
Federal government provides the largest portion of student financial aid, primarih; through need- 
based loans and grants. However, throughout the 1980s, financial aid funded by institutions has 
risen sharply - even after adjusting for inflation. The College Board estimates that between 
1980-81 and 1987-88, total institutional financial aid grew from $18 billion to $4.6 billion in 
constant 1988 dollars, or 66 percent (The College Board, 1988). 

More than half of all institutional funding of student financial aid during the 1980s came 
from private institutions, although they enroll only one-fifth of all postsecondary students 
(Hauptman, 1990).^ Thus, it is not surprising that in a recent survey, 47 percent of respondents 



^Although public institutions offer less institutionally funded financial aid to their 
undergraduate students, tuitions at public institutions are heavily subsidized through large state 
appropriations to the institutions. A further discussion of state financing of public higher 
education is included in Sherman, Tikoff & Masten, 1990. 
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TABLE IV-2 

Staff Changes at Colleges and Universities, 1975-1985 



Other professionals 

Executive, administrative, 
and managerial employees 

Technical, parapiofess'>ial staff 

Sldlled crafts people 

Secretarial, clerical employees 

Full-time faculty members 

Service, maintenance personnel 

Total 



1975 

166,487 

102,465 

113,248 

51,370 

302,216 

446,830 

205,790 

1,388,406 



1985 

268,225 

120,585 
129,913 
58,019 
330,196 
473,537 
196,612 
1,577,087 



Full-time employees at approximately 3,000 U.S. colleges and universities. 



Perccni 
Change 

•}-61.1% 

+17.9% 
+ 14.7% 
+12.9% 
+ 9.2% 
+ 5.9% 
- 4.9% 
+13.6% 



SOURCE: U.S. Equal Employment Opportunity Commission. 
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TABLE IV.3 



Percentage Changes in Average Real Salaries of Higher Education 
Administrator and Faculty Members, and in Average Real Salaries 
or Eamuigs of Other Comparison Groups, 1971-72 to 1984-85 





1971-72 


1980-81 


1971-72 




to 


to 


to 


Dne Comparison Group 


1980-81 


1984-85 


1984-85 


1. Administration 


-19.1 


7.4 


-13.1 


2. Faculty members 


-21.8 


5S 


-16.0 


3. Private sector equivalents 


-5.8 


8.0 


1.7 


to faculty and administration 






-4.7 


4. All domestic industries 


-8.9 


4.4 


5. State and local govei lent 






-93 


educatior 


-15.7 


73 


6. State and local government 




93 


-4.8 


noneducation 


-1Z9 


7. Federal civilian government 


-14.7 


22 


-12.8 


8. All government 


-12.4 


8.0 


-5.4 



Sources: 

Administrators: Administrative Compensation Survey, College and University Personnel 
Association- Washington, D.C> 1971-72, 1980-81, and 1984-85 reports. Administrator salary 
changes are based on CPI-adjusted percentage changes in salary levels for all institutions, 
obtained by weighting the percentage changes in salary levels by the numbers of administrators in 
each position in the base year for each comparison period 

Faculty Members: "Economic Status of the Profession," ACADEME: Bulletin of the American 
Association of University ProfessorSy American Association of University Professors. Washington, 
D.C 1971-72, 1980-81, and 1984-85 reports. Faculty salary changes are based on CPI-adjusted 
annual percentage changes in salary levels for institutions reporting comparable data from one 
year to the next, for All Ranks combined, for All Categories combined. 

Consumer Price Index: Council of Economic Advisers, Economic Report of the President, 1985 y 
U.S. Govenunent Printing Office. 

NOT£: All salaries were adjusted by the Consumer Price Index c iverted to an academic-year 
basis. Sec Committee Z. Reports of AAUP for more details. 

Taken from: Hansen, W. Lee and Guidugli, Thomas F. "Comparing Salary and Employment 
Gqins for Higher Education Administrators and Faculty Members," Joumnl of 
Higher Education> Vol. 61, no. 2 (March/April 1990), pp. 142-159. 
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from private higher education institutions reported that increases in institutional student aid had a 
great impact on tuition increases, compared to only 4 percent of public institutions (Chaney and 
Farris, 1990). 

Between 1980-81 and 1987-88, institutionally funded aid to undergraduate students at 
private institutions increased 87 percent in real lerms, from $1.25 million to $233 million. The 
percentage of undergraduates receiving aid rose from 44 to 53 percent between 1970-71 and 
1980-81, and to 59 percent by 1987-88. Moreover, the average award amount increased from 
$1,465 to $1,536 between 1970-71 and 1980-81, then nearly doubled to $2,832 by 1987-88 
(NIICU, 1990). 

The dollar amounts of institutional financial aid in private institutions have grown faster 
than both inflation and tuition increases. Institutional financial aid has also grown as a 
percentage of these institutions' educational and general expenditures. Between 1970-71 and 
1980-81, private institutions' financial aid expenditures grew slightly from 9 to 10 percent of 
E & G undergraduate expenditures, then rose sharply to 14 percent by 1987-88 (NIICU, 1990). 
In fact, between 1980-81 and 1985-86, the "scholarship" category of E & G expenditures rose 
faster than any other expenditure category in private institutions (37 percent per FTE student in 
real terms). (In public institutions, scholarship expenditures increased 17 percent per FTE 
student over the same interval.) 

Some have suggested that institutions have financed institutional aid by playing "Robin 
Hood". These critics argue that colleges and universities fund financial aid budgets largely 
through high tuition revenues that only the wealthiest students pay in full, and subsequently 
"discount" tuition levels for students with need (Fiske, 1987; Martin, 1988). 

Institutions raise tuitions lo maximize revenue from Fc-denil student aid funds. Others 
have accused institutions cf raising tuitions not only to cover expenditures, but also to maximize 
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the amount of funds ihey would ullimalely receive from Federal financial aid programs. They 
assert that since many Federal aid progiams are based on need - essentially the difference 
between what an institution charges and an expected family contribution (based on a family's 
income, assets, and other characteristics) - institutions can raise tuition revenue without having to 
worry about students balking at the price, since Federal aid will insulate them from the price 
increase. 

However, several pieces of evidence suggest that this is not the primary motivation for 
tuition increases, at least not uniformly across all postsecondary institutions. First, slightly less 
than half (46 percent) of all undergraduate students received any financial aid in 1986, and only 
35 percent received Federal aid in that year (U.S. Department of Education, 1988). Therefore, 
Federal aid would, at the most, buffer only about a third of all undergraduates from tuition 
increases. Second, Federal aid increased most in the 1970s, when real tuition growth was slow, 
but has been largely unresponsive to tuition increases throughout the 1980s. In a number of 
programs, the average aid amount awarded has grown closer and closer to the maximum award 
amount, suggesting that increasing numbers of students are already receiving as much aid as they 
can. Once students ha^ e reached this maximum award amount, further increases in tuition do not 
affect aid levels. Third, a recent report indicates that a change in college charges is only weakly 
correlated to changes in the amounts of Federal aid disbursed and argues that student aid 
availability is not likely to be a principal contributor to rising college tuitions (Hauptman, 1990). 

The same study, however, notes that proprietary school tuitions may be more related to 
the availability of Federal financial aid than tuitions in other sectors (Hauptman, 1990). 
Moreover, a much larger portion of proprietary school students receive Federal aid (about 80 
percent) than do students attending other higher education institutions (35 percent) (U-S. 
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Deparlnienl of Education, 1988). Therefore, these iastitutions may be more inclined to set 
tuitions to maximize Federal student aid. 

Institutions have experienced shortfalls from other revenue sources. Many institutional 
administrators and higher education advocates argue that upward pressure on tuitions has been 
heightened by slow growth or declines in contributions from other revenue sources. Many private 
institutions insist that increased funding of institutional aid has been prompted by the desire to 
continue to promote access as the percentage of college costs covered by Federal financial aid has 
declined (Thrift, 1987). 

According to a recent survey, 29 percent of administrators of private hig'ier education 
institutions reported that a decrease in the proportion of Federal funding had a great impact on 
tuition increases, compared to only 5 percent of public institution administrators who reported a 
great impact (Chaney and Farris, 1990). Among public institutions, the two factors most 
frequently cited as affecting tuition increases were state tuition policy requirements (reported by 
50 percent of survey respondents from public institutions to have a great impact) and a decrease 
in the proportion of state/local funding (43 percent) (Chaney and Farris, 1990). These finding? 
are not surprising, since the average public higher education institution depends on state and local 
government appropriations for more than h^li of all general education revenues. 

In many states, the condition of the e^x)nomy and competing demands from other 
government funding areas have resulted in slow growth in these appropriations. As a result, 
public higher education systems in many states have relied increasingly on tuition tc generate 
revenue and balance budgets. Between 1975-76 and 1985-86, tuition revenues increased much 
faster than government appropriations in the average public four-year college and university, 
though they increased slightly slower than appropriations in public two-year institutions (see Tabic 
rV-4). Over the same interval, tuitions in the average public higher education institution 
(including four-year colleges and universities as well as two-year institutions) grew from 16 to 18 
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percent of general education revenues, while government appropriations decreased from 62 to 61 
percent of general education revenues. 

Changes in enrollments have resulted in increased expenditures- Many have argued that 
demographic changes in the composition of postsecondary students have resulted in increased 
costs. Despite predictions in the 1970s that enrollments would drop over the ne>:t twenty years 
(Cartter, 1976; Freeman, 1976), such declines did not occur. Aggressive - and expensive - 
marketing strategies to attract nontraditional students are often cited as one reason why 
institutions were able to maintain level enrollments. 

The composition .^f enrollments, however, indicates that student populations have changed 
rather dramatically cince the early 19' . Part-time students, women, and older students all 
increased as a percentage of total enrollments between 1970 and 1985. (See Table IV-5.) Such 
changes in the composition of the college student population could have many different effects on 
costs. If college and university campuses are now populated v/ith larger numbers of part-time 
students, women, and older students, different services may wcil be needed. Each of these types 
of students brings to the campus different concerns which colleges now find themselves 
addressing. Part-time students, for example, often cannot attend classes during the day, and need 
class schedules to accommodate their work and family lives. Part-time students may also utilize 
institutional services beyond those reflected in the tuition they pay. For example, whether a 
student enrolls in one course or takes a full course load, registrar services are needed to maintain 
records on the student. In fact, the effort to register a student in one course is not considerably 
less than the effort to enroll a student in five courscs.^^ 

^^e standard calculation of a full-time equivalent student equates three part-time students with 
one full-time student. It has been suggested that this formula docs not accurately reflect the services 
used by part-time students and their costs to colleges and univer:ities. Given the presence of large 
numbers of part-time students on college campuses today, the true cost of these students may be 
underestimated in standard FTE calculations. 
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TABLE IV.4 



Changes in Tuition and Government Appropriations 
at Public Higher Education Institutions 



Institution Type 
University 
Four-year college 
Two-year college 



Percentage change 
1975 to 1985 
Tuition Appropriations 



37^% 
343% 
19.6% 



16.7% 
16.5% 
21.4% 



Source: HEGIS. 
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TABLE IV-5 

Trends in Enrollment Composition: 
1970-71 to 1985-86 





TOTAL 






PERCENT 


YEAR 


ENROLLMENT 


PART-TIME 


WOMEN 


25 & OLDER 


1970 


8,580,887 




*tl /o 


28% 


1971 


8,948,644 








1972 


9,214,860 


34% 


HD /O 




1973 


9,602,123 








1974 


10,223,729 


38% 


45% 




1975 


11,184,859 


1C\Of 


HDvO 


«7 / /O 


1976 


11,012,137 


39% 


Hi /O 




1977 


1 1 OOC TOT 

ll,Zoj,/o/ 


H\)V0 


/O 




1978 


11,260,092 


41% 


50% 




1979 


11,569,899 


41% 


51% 




1980 


12,096,895 


41% 


51% 


37% 


1981 


12,371,672 


42% 


52% 




1982 


12,425,780 


42% 


51% 




1983 


12,464,661 


42% 


52% 




1984 


12,241,940 


42% 


52% 




1985 


12,247,055 


42% 


52% 


42% 


1986 


12,500,798 


43% 


53% 




1987 


12,544,000 


42% 


53% 





SOURCE: Digest of Education Statistics. 1988. pp. 142-143. 
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Enrollment of nonlradilional students has helped to offset the predicted decline in college 
enrollments and has facilitated access for many groups of people who had traditionally been 
excluded from higher education (Lederman, Ryzewic, and Ribaudo, 1983). The presence of non- 
traditional students on college campuses has also, in many instances, required institutions to alter 
their modus operandi or offer additional services. For example, as higher education institutions 
opened their doors to educationally disadvantaged students, the incidence and importance of 
remedial education on college campuses grew. A national study conducted in 1983 found that 30 
percent of first-time college students were aca/emically deficient, and a U.S. Department of 
Education survey found that, at a minimum, 25 percent of college freshmen in 1983-84 took at 
least one remedial course in a basic skill area (reading, writing, or mathematics). In 1984, four 
out of five colleges offered some sort of remedial courses (U.S. Department of Education, 1985). 

The increase in remedial courses and other enrollment-related changes have also affected 
higher education expenditures. Twenty-one percent of institutional administrators reported that 
an increase in the cost of remediation programs for entering students had a great impact on 
increasing institutional expenditures. Changes in the percentage of part-time students were 
reported by 14 percent of administrators to have had a great impact on expenditures. Howe\'er, 
such responses were not uniform across all institution types; two-year institutions were much more 
likely than ft^ur-year institutions to consider the effect of both these enrollment changes on 
expenditures to be great (Chaney and Farris, 1990). 

Although enrollments did not decline in the 1980s as predicted, neither . 1 they expand as 
they had in the 1970s. A recent study on rising college costs has attributed increasing costs per 
FTE student in the 1980s to the lack of enrollment growth during this period. This study found 
that aggregate expenditures grew faster than expenditures per FTE studenL during periods of 
enrollment growth due to the ability of institutions to spread their costs over an increasing studcnl 
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population. In the 1980s, college enrollments leveled and institutions were not able to spread their 
increasing costs over more students (Hauptman, 1989). 

In another report, similar findings emerged. Comparing expenditure growth patterns with 
enrollment growth patterns, total E & G expenditures (per student) were found to increase fastest in 
schools with enrollment declines and slowest in colleges and universities with enrollment growth. 
This pattern held for both public and private institutions (Kirshstein et aL, 1990). (See Figure IV«4.) 

DemaPd^Oriented Theories of Tuition Growth 
The explanations for tuition increases presented thus far assume that tuition increased 
because institutions needed additional tuition revenue either to cover higher costs or to compensate 
for shortfalls from other revenue sources. However, these explanations fail to account for the effects 
of student demand for higher education and the willingness of students and their families to pay for 
a college education. 

Demand for higher education depends on both the number of potential students and the 
amount of money that students and far .ilies are willing to pay. What a given institution can chc^rge 
will depend on many factors, including perceptions of the benefits of attending a particular school. 
Ben "ts may include access to graduate school and earnings subsequent to college graduation, as 
indicated by the experiences of earlier graduates. 

Educational quality is another feature that shapes demand for higher education. Quality, 
however, is difficult to measure objectively. The facilities and services that schools provide are 
among those elements that appear to determine . ients' and families' perci^pUons of institutional 
quality (Bradburd and Mann, 1990), According to a recent survey of high-ability high school 
students, a large variety of programs, facdty who spend as much Jm-^ on teaching as on research, 
advanced laboratory equipment and libraries, and many small classes are among those institutional 
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Figure lV-4 
Enrollment and Expenditure Growth 



% Change |n Expenditure per FTE Student, 1976 to 1985 




<-10 -10 & < +10 >+10 & < +25 > +25 

% Change in Enrollment 



Public Institutions Private Institutions 



Source: HEGIS 
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characteristics which students and their families believed to be indicative of college quality (Litten 
and Hall, 1989). 

Offering students the facilities and services that they equate with quality is one mechanism 
institutions may use to attract students. To cover the costs of these desired facilities and services, 
institutions may raise tuitior. If a number of institutions adopt this strategy, the ensuing competition 
for student: will generate upward pressure on tuition at each school. These tuition increases would 
result from institutions choosing to raise and spend additional money, rather than from changes in 
costs or revenues. 

Another factor affecting students' demand for college is the increase in earnings college 
graduates enjoy relative to other individuals. If the economic prospects for college graduates (or 
graduates from certain types of schools) improve, then students may be willing to pay higher tuitions 
if the expected increases in earnings are greater than increases in tuition. Recent research suggests 
that the wage benefits of attending college increased sharnly in the 1980s after declining throuch the 
1970s (Katz and Murphy, 1990). In the mid 1970s, the income gap between high school graduates 
and college graduates hovered between 15 and 20 percent. However, in the l9S0s, this gap began to 
widen; by 1986, the income gap for men had grown to 49 percent (Vobejda, 1989). This added rate 
of return increases the demand for higher education, which in turn allows institutions to raise their 
prices. 

This heightened demand and resulting price increases arc particularly visible at those colleges 
and univer >ities which charge some of the highest tuitions. Many of tl ^e arc prestigious institutions 
where students compete for a limited number of enrollment slots; some offer admission to fewer 
than 20 percent of all their undergraduate applicants. Recent research has indicated that students 
attending some of the more prestigious - and expensive - higher education institutions do earn 
higher incomes after graduation than students who attended less prestigious schools (James et al, 
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1989). Another study indicates that institutions charging tuition and fees in excess of $10,000 a year 
experienced a steady increase in applicants throughout the 1980s. This occi rred de'-pite the fact that 
tuitions at these schools are not only higher than those of other colleges and universities, but also 
increased more rapidly than at other types of institutions (Sherman and Cohen, 1990a). 

Recently, concern has been expressed that some institutions may be taking advantage of 
consumers' high level of demand for higher education by acting in concert to set tuition and financial 
aid levels in violation of Federal antitrust laws. This allegation is the subject of an ongoing 
investigation by the United States Department of Justice. Among the colleges and universities being 
investigated are several groups of high-profile institutions that allegedly share financial data prior to 
announcing tuition levels. The Department of Justice is also investigating the alleged practice of 
institutions coordinating financial aid awards to students who have applied to and been accepted by 
more than one institution, since this would essentially "fix" the net price charged to the student 
regardless of the institution he or she eventually attended (Vobejda, 1989; Barrett and Chipello, 
1989; Jaschik, 1989). Spokespeople for several of the institutions being investigated have argued thai 
coordinating financial aid offers helps the institutions avoid "bidding wars" among themselves and 
takes the financial element out of the applicant's decision about where to matriculate (Dodge, 1989; 
Putka, 1989). They have also argued that insututions could raise tuitions much higher than they 
have and still attract high calibre students ^^radburd and Mann, 1990). 

Similarities among tuition and financial aid offers among higher education institutions, 
however, arc not necessarily the result of concerted action. Such similarities could legally arise if 
schools independently followed the pricing lead of other schools in order to set tuitions that are 
more or less in line with those of other institutions (Bradburd and Mann, I990j. Some institutions 
may have an incentive to follow the lead of higher-priced colleges and universities if they think that 
students view price as an indication of institutional quality. 
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These demand-oriented iheories of tuition setting suggest that coUeges are able to spend 
more money because students are willing to pay more to attend college. In this sense, higher tuition 
can be thought to "cause" higher expenditures. One demand-oriented theory of tuition setting was 
posited ten years ago by Howard Bowen (1980). His "Laws of Higher Education Costs" are as 
follows: 

• The dominant goals of institutions are educational excellence, prestige, and influence. 

• In questions of excellence, prestige, and influence, ther^ is virtually no limit to the 
amount of mon^ an institution couid spend for seemingly fruitful educational ends. 

• Each institution raises all the money it can. 

• Each institution spends all it raises. 

o The cumulative effect of the preceding four laws is toward evepincreasing 
expenditure (Bowen, 1980, p. 20)» 

This theory suggests that schools will increase expenditures, if possible, by increasing revenue 
from all sources, including tuition. These "laws" of tuition setting defy the assumption that tuition is 
set exclusively in response to increases in costs or decreases in revenues. Although the two theories 
relate tuition and expenditures differently, they are not incompatible. Tuition may increase partly 
because revenue sources decrease or expenses increase at the same time that students are willing to 
pay more to attend college. 

To assess :he extent to which expenditures and tuitions affect one another, an econometric 
model has been developed that measures the relationship between tuitions and expenditures at four- 
year private schools, four-year public schools, and two-year public schools (Masten, 1990). The 
model relates changes in tuitions and expenditures to one another from 1975 to 1985 using data on 
individual institutions from the Higher Education General Information Survey. 

The model has been developed to examine the iK)ssibility that tuition and expenditures may 
simultaneously influence one another. Table IV-6 presents the quantitative results from the model 
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TABLE IV-6 



Estimated Relationship between Per-student 
E&G Expenditures and Tuition Revenue, 
1975 to 1985 



EXPENTDITURE PRESSURE 
ON TUITION 



TUmON PRESSURE 
ON EXPENDITURES 



PRIVATE 4-YEAR 
75 TO 80 
SOTO 85 



0.47*» 
0.54*» 



0.08 
0.65* • 



PUBLIC 4-YEAR 
75 to 80 
80 to 85 



0.16 
Q.74** 



-O.Oi. 
0.30** 



PUBLIC 2.YEAR 
75 to 80 
80 to 85 



0.47** 
0.90** 



-0.31 
0.41** 



Note: The Tirst column gives the percentage change in tuition revenue associated with a one 
percent change in expenditures; the second column gives the percentage chanj^e in expenditure 
associated with a one percent change in tuition re/enue. 

**Null hypothesis that estimated regression coefficient is different from zero is rrjectcd at 0.01 
level of statistical significance. 

Source: Masten (1990). 
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in summary fonn. The first column presents the estimated percentage increase in tuition resulting 
from a one percent increase in expenditures oi/er the time period considered. This measures the 
extent to which tuitions were pushed upward by increasing expenditures. The second column 
presents estimates of the percentage increase in expenditures resulting from a one percent 
increase in tuition revenue, a measure of the extent to which rising tuitions led to increased 
expenditures by institutions. 

The model results suggest that tuitions and expenditures were simultaneously determined 
in the 1980-85 period. Tuitions increased in response to cost pressures at the same time that 
increases in tuitions served as a means to Gnance additional e^nditures. In contrast, during the 
1975-80 period tuition increases did not appear to result in increased expenditures, even though 
increases in expenditures prompted increases in tuition over time. This suggests that the 
mechanism of tuition setting described by Bowen was in effect after 1980 though not before. 

Data in Table IV-6 also suggest that expenditure increases translated into tuition increases 
at public schools at a higher rate between 1980 and 1985 than between 1975 and 1980. In 
comparison, there was relatively little change at four-year private schools in the degree to which 
expenditure increases were passed on to students in the form of higher tuitions. The model 
findings also indicate that between 1980 and 1085, tuitions at public schools responded more (in 
percentage terms) to cost pressures than did tuitions at four-year private schools. 

The results presented above must be viewed with some caution since additional research 
using data from other sources and from different time periods might point to different 
conclusions." However, tho findings of this econometric model indicate that changes in 
expenditures have led to larger increases in tuition at the same time that tuition increases have 

"A second econometric model used aggregate annual data from 1966 to 1985 to relate 
expenditures and tuitions. Given the relatively short time period covered by the data, it generally was 
not possible to measure precisely the relationships between tuition and expenditures across sectors. 
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been used to fund increases in expenditures. The finding that tuition increases between 1980 and 
1985 funded higher expenditures deserves additional investigation, both to confirm the findings 
and to examine this relation in later years. 

Conclusion 

All of the explanations for rising tuitions outlined above have been articulated in a variety 
of settings, r^.iging from living rooms to legislative assemblies. There is compelling evidence to 
support most theories, at least within the context of certain institutions or sectors within U.S. 
higher education. Yet there i., no single reason that tuitions rise, just as there is no single type of 
institution and no single reason that students choose to pursue higher education. 

What is clear is that higher education institutions face a variety of constraints and 
challenges when setting tuition levels. The value that students and their families place on higher 
education affects the demand for higher education. Budgets undoubtedly exert pressures on 
tuitions, as well. The twin goals of ensuring accessibility to a large number of students and 
improWng the quality of education provided can force institutions to make difficult decisions 
about how much tuition to charge and how to allocate revenues received. Complicating the 
process is the fact that revenues do not come from a single source^ and fluctuations in income 
from other revenue sources (particularly government appropriations, in the case of the public 
sector) can affect tuition levels. The confluence of these factors shapes tuition. However, the 
exact mix of factors differs widely, not only between the public and private sectors, but also by 
institution. 
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CHAPTER V 

FORECASTING THE FUTURE COSTS OF HIGHER EDUCATION 



Forecast the future cost of obtaining a higher education with consideration given to prospective 
demographic changes in student enrollment. 

Baclcground 

In the 1990-91 school year, average tuitions at four-year private colleges were almost 75 
percent higher than they were in 1980-81, after adjusting for inflation. If tuitions at these 
schools continue to rise at the same rate as they did in the 1980s, the werage tuition at a private 
four-year college will be $16,889 in the year 2000, or 93 percent higher than 1989-90 levels in real 
terms. Similarly, the average tuition at a pubJc four-year college will increase to $2,664, or 
57 percent higher than current levels, if recent trends continue. Rgure V-1 plots tuition levels at 
different types of schools over time and Table V-1 pre ents estimates of future tuitions based on 
the assumption that real tuitions will continue to grow as rapidly throughout the 1990s as they did 
throughout the 1980s. 

However, these tuition projections are based solely on trends in tuition during the 1980s; 
they do not consider possible changes in institutions' expenditures and revenues; nor do they 
consider the impact of possible changes in the demand for higher education. Changes in any of 
these areas could lead to different projections of college tuition. Furthermore, potential tuition 
increases do not determme whether college will be more or less affordable in the future. If far:ily 
incomes increase twice as fast as tuitions do, then a tuition of $16,889 for a private four-year 
college in the year 2000 may not be affordable for many families. On the other hand, if tuition 
increases exceed increases in family inajme, or if financial aid does not keep pace with tuition 
growth, a tuition of $16,889 might be prohibitive to many students. 
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Fig V-1: Real Tuition Levels, 1980-2000 

Projections for 1990-2000 based on 
1980-89 Trends 
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Table V-l 



Projections of Undergraduate Tuitions (1989-90 Dollars) 
Based on 1980-89 Trends 
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Piihlic 


Private 




Year 


4- Year 
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4-Year 
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1990-91 


$1,765 


% 881 


$9,277 
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1991-92 


1,839 


922 


9,849 


O 


1992-93 


1,917 


965 


10,458 
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1993-94 


1,997 


1,010 


11,103 
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1994-95 


2,081 


1,057 


11,789 
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1995-96 


2,168 


1,106 


12,517 
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1996-97 


2,260 


1,153 


13,290 
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1997-98 


2355 


1,212 


14,110 


D 


1998-99 


2,453 


1,268 


14,982 




1999-2000 


2,557 


U27 


15,907 




2000-01 


2,664 


1389 


16,889 



Source: College Board (1989). 
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Furthermc tuitions do not typically grow uniformly across all schools. Rather, there are 
differences in tuition growth at public and private schools, at two-year and four-year schools, at 
colleges and universities, and at selective and less selective schools. In the future, it is likely that 
tuition levels and rates of increase will continue to vary across institutions of different type and 
control. 

Enrollment Trends 

The number of students who enroll in postsecondary education will likely affect tuitions. 
Since there are "fixed" costs to schools that do not vary with the number of students enrolled 
(such as the costs of maintaining a library), reduced enrollments may well have the effect of 
raising per-student costs. Also, if there are fewer individuals applying to college, then schools may 
compete for students either by lowering tuitions or by spending more money to attract students 
with better program or facilities, a move which is likely to raise tuitions. 

One way to projea enrollment is to forecast the number of individuals within different age 
groups (e.g., 18 to 24 years of age) in a given year and then estimate the proportion of individuals 
in each group who might attend a postsecondary education institution. It is possible to predict 
the number of people who will be in different ages groups in the near future on the basis of the 
current population. For example, we can predict the number of individuals who will be 18 years 
of age in the year 2000 on the basis of births in 1982 (assuming no large, unexpected changes in 
tnortality or immigration). The more difficult part of forecasting future enrollments is that 
population estimates must be combined with projections of the fraction of the population that will 
enroll in college. 

The National Center for Education Statistics (NCES) has provided estimates of annual 
postsecondary enrollments (both graduate and ^indergraduate) through 2000. These forecasts 
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cx)mbine yearly projections of the age distribution of the population produced by the United 
States Bureau of the Census with assumptions concerning the rate at which students n ithin an age 
group attend college. NCES makes different assumptions regarding enrollment rates to create 
high, middle, and low estimates of the future size of the coUege-going population. (See Table 
V-2.) 

The low estimates of future enrollments are generated by assuming that current 
enrollment rates among different age groups will stay the same. Other NCES estimates are 
determined by assuming college going will increase among different age groups (U.S. Department 
of Education, 1989). The middle estimates are determined by assuming that enrollment rates will 
increase over time among students in the 18 to 24 year age group and stay constant for students 
over 24 years old. The high estimate assumes that enrollment rates will increase for all age 
groups (U.S. Department of Education, 1989). 

Using 1988 enrollments as a base, the low estimate implies a decline in enrollments of 
about four percent through 2000, compared to increases of five percent under the middle scenario 
and twelve percent under the high ocenario. It should be noted that NCES divides its estimates 
of future enrollments between the public and private sectors, betwtien two-year and four-year 
schools, and between full-time and part-time students. Across the different scenarios, these 
divisions closely reflect the current distribution of students. For example, about 78 percent of all 
enrollments are assumed to be in the public sector (the current proportion) in aK years and under 
all three scenarios. 

It cannot be stated that any one estimate of future enrollments is most likely to be 
realized without some consideration of how college-going rates might change in the future. If, for 
example, the costs of attending college go up sharply, financial aid declines, or student demand to 
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Table V-2 



Projection of Higher Education Enrollments 
(Enrollments in Thoasands) 



4- Year Public 2- Year Public 4- Year Private 

1980 5,129 4,329 2,442 

1985 5,210 4;i70 2^06 



Low Alternative Projections 

4-Year Public 2-Ye.ir Public 4-Year Private 

1990 5,367 4,454 2^50 

1995 5,091 4,308 2,422 

2000 5,245 4,389 2,484 



Middle /^Jtemative Projections 

4-Year Public 2-Year Public 4-Year Private 

1990 5,623 4,668 2,666 

1995 5,471 4,619 2^95 

2000 5,683 4,744 2,688 



High /Jtemative Projections 

4-Year Public 2-Year Public 4- Year Private 

1990 5,986 5,002 2,837 

1995 5,843 4,941 2,777 

2000 6,098 5,080 2,895 



Source: National Ccn'/jr for Education Statistics, 1989. 
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attend cx)llege declines, then a low enrollment estimate is probable; if the opposite conditions 
prevail, a high estimate is more likely. 

To the extent that enrollment trends from the recent past continue in \be future, a middle 
or high scenario would seem to be likely. During the 1980s, the rate at which individuals 18 to 24 
years old attended college increased slightly (contraiy to expectations). In addition, the 
enrollment rates of individuals over 35 years of age increased in the 1980s, and this age group will 
grow more rapidly than groups of younger individuals. 

Despite their differences, all of the above scenarios share one feature: all three estimates 
predict that enrollments vyill decline through the mid>1990s before increasing bv the year 2000. 
This is expected to result from t continuing decline in the number of 18- to 24-year olds that 
began in the early 1980s but is expected to reverse in the niid-1990s. As a result of these 
demographic changes, the first half of the 1990s is expected to be a time of declining enrollments. 
The effects of these enrolhnent changes on the cost of obtaining a higher education are examined 
in more detail in the next section. 

Enrollment Changes and College Costs 

The expected decline in the number of individuals enrolled in college over the next five 
years may create pressures that could either increase or decrease tuitions. However, it is not 
possible to predict what the precise effect of demographic changes on future tuitions will be. 
These effects will not be the same across all schools. Rather, they are likely to differ by the 
selectivity of schools, that is the portion of their total applicant pool that schools choose to accept 
(Bradburd and Mann, 1990a). 

Whether tuitions will increase as the result of de^clining enrolhnents depends in part on 
how institutions compete with one another to enroll students. Offering lower prices is one 
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possible means of competition; if there are fewer students to enroll, then a school could offer 
lower tuitions than competing institutions in an effort to make enrollment more attractive. 
Schools could also compete with one another by providing students with additional facilities and 
services. Although this second strategy would put upward pressure on tuitions, enrollments could 
be maintained if students were willing to pay more in tuition to cover additional costs. 

In general, schools will have an incentive to maintain tlieir enrollments over this time, in 
part to spread the various "fixed" costs of higher education (such as maintenance of facilities) over 
as many students as possible. If enrollments fall, these costs will be spread over fewer students, 
putting upward pressure on tuition. For most schools, attempting to attract students by offering 
lower tuitions to all students will be an inefficient means of attracting students. Tuition 
reductions would have to be very large at most schools to attract additional students, and there 
would be losses in tuition revenue to schools that followed such a policy. 

The effect of declining enrollments may have relatively little effect on tuitions in the 
public sector depending on the decisions states make in appropriating money to their higher 
education systems. If states choose to increase or maintain their appropriations as enrollments 
decline, there will be less incentive to raise tuitions. Of course, whether state governments 
choose to raise appropriations depends on factors such as state fiscal conditions and commitment 
to maintaining low tuitions, factors that vaiy state by state. 

If state economies slow, then state governments will be able to appropriate less to the 
costs of providing higher education, and tuitions may increase to make up the shortfall. 
Another factor that could affect the availability of state - ppropriations to higher education may 
be the competition higher education faces from other areas of the budget. As spending 
categories such as Medicaid and corrections make greater claims on state budgets, there may be 
less money available for higher education (Sherman* Tikoff, and Masten, 1990). In addition, if 
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the number of individuals who attend college declines, then state legislatures may find it easier to 
make smaller appropriations to higher education than if enrollments were rapidly increasing. 

Private schools that are not selective could, in the face of declining enrollments, attempt 
to attract students by improving their offerings, though this strategy would put upward pressure 
on tuition. This option may not be successful, though, since students at these schools could shift 
to lower-tuition public schools. Unless public tuitions were to increase sharply in the 1990s, 
tuition increases at less-selective private schools may be moderated by the prospect of declining 
enrollments, given that these schools are likely to be in dose competition with public schools. 

Many of the most expensive private schools turn away a large share of their applicants, 
and they could presumably charge more and still enroll students (Bradburd and Mann, 1990). At 
some point, however, students might not value the "extra" quality that their higher tuitions buy 
and would not be willing to pay the high costs of attending these schools. Given that these 
schools enroll only a fraction of their applicants, a modest decline in the college-going population 
in the early 1990s will presumably have little effect on enrollments at these schools. 

If college enrollments decline, tuitions could increase if employers' demand for college- 
educated workers grew more quickly than the supply of such workers. Faced with a decline in the 
number of college graduates, employers may bid up the wages and benefits they offer to college 
graduates. This will increase the economic benefit of attending college, and as a result, students 
may be v/illing to pay higher tuitions in order to obtain a higher education. This effect may vaiy 
by type of school. For example, if employers' demand for graduates of selective private schools 
increases more than their demand for graduates of other schools, students may be willing to pay 
higher tuitions to attend these schools in the future. 
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However, this replacement of seiiior faculty members by younger faculty could be delayed by 
legislation which eliminates mandatory retirement by a specified age by 1994. Although faculty 
costs would rise if senior faculty choose to work beyond current mandatory retirement aie (70 at 
most institutions), research suggests that the effects of uncapping the retirement age may be quite 
modest (Holden and Hansen, 1989). 

In addition to changes in physical plant and faculty salaries, a number of other goods and 
services purchased by institutions could also change in the future. For example, the use of 
improved technology could radically alter how students are actually taught which, in turn, could 
affect spending for faculty, equipment, etc. Attempting to identify and analyze these types of 
changes quickly becomes an impossible job. 

An alternative to predicting the future cost of the various goods and services that colleges 
purchase is to forecast college expenditure growth on the basis of past trends. One way to do this 
is to examine past relationships between average per-student expenditures and factors such as 
family income that are thought to be associated with these expenditures. By projecting the future 
course of these explanatory factors, it is possible to forecast future expenditure growth. NCES 
used this type of method (regression analysis) to provide estimates of per-student education and 
general expenditures through the year 20(K) (U.S. Department of Education, 1989). 

The NCES forecasts of college expenditures are presented separately for four-year private 
schools, four-year public schools, and two-year public schools. Like the enrollment projections 
discussed earlier, there are high, middle, and low alternatives. These alternatives are computed 
using different assumptions regarding the growth in disposable income; coUere expenditures are 
assumed to increase with income. All three sets of NCES estimates indicate that per-student 
expenditures will increase (after adjusting for inflation) steadily throughout the 1990s, though 
there are significant differences across the ♦.hree scenarios. 
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The lowest projected growth rate assumes that inflation will increase and that th^re will be 
a recession in the early 1990s that depresses growth in family income. The middle alternative 
assumes that the economy will grow moderately throughout the 1990s following current trends. 
The high alternative is based on the optimistic scenario that there will be higher economic growth 
and lower inflation in the 1990s. 

The projected trends under the various scenarios suggest that expenditures will grow more 
slowly than they did in the 1980s for all types of schools. It is only for public two-year schools 
under the high alternative that the forecasted growth in expenditures exceeds earlier expenditure 
growth. The projected expenditure trends are presented for each type of school under the three 
scenarios m Table V-3, along with their 1980 and 1985 values. 

To the extent that tuitions are driven up by the need to cover the rising costs of goods 
and services, a slowdown in the rate of college expenditures mav serve to reduce college tuitions. 
These expenditure forecasts can be used to predict future tuitions under the assumption that 
tuitions cover a fixed percentage of these per-student costs and that future tuitions will move in 
step with per-student expenditures. 

Table V-4 presents estimates of future tuitions based on the assumption that tuitions will 
grow at the same rate as expenditures under the middle scenario used by NCES. The tuitions 
projected using this method are lower than those obtained by projecting from recent tuition 
trends. (See Table V-1.) This result follows because tuition growth was greater in the 1980s than 
projected per-student expenditure growth in the 1990s. If expenditure growth does slow in the 
future, there may be less pressure on the part of colleges to raise their tuitions to cover rising 
expenditures. 

One problem with assuming that tuitions move in step with expenditures is that tuitions 
are but one source of revenue available to schools. If other sources of revenue (such as slate 
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Table V-3 






Projection of Per-Student Higher Education Expenditures 






(1989-90 Dollars) 




4-Year Public 


2-Year Public 


4-Year Private 


1980 


S 9,770 


S 4,432 


511,287 


1985 


10,548 


4,693 


13,062 






Law Alternative Projections 




4- Year Public 


2-Year Public 


4-Year Private 


1990 


11,782 


5,403 


14,685 


1995 


13,003 


6,298 


17316 


2000 


13,432 


6,547 


17,974 






Middle Alternative Projections 




4-Year Public 


2-Year Public 


4- Year Private 


1990 


11,754 


5,386 


14,645 


1995 


13302 


6,475 


17,761 


2000 


14,172 


6,983 


19,072 






Hieh Alternative Projections 




4-Year Public 


2-Year Public 


4- Year Private 


1990 


11,812 


5,421 


14,731 


1995 


13,576 


6,636 


18,166 


20OO 


14,830 


7311 


20,046 


Source: National Center for Education Statistics, 1989. 
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Projections of Undergraduate Tuitions (1989-90 Dollars) 
Based on Projected Per-Student Expenditure Growth 





School 


Public 


Public 


Private 




Year 


4- Year 


2-Year 


4-Year 




1980.81 


Sl,176 


S 572 


S 5,118 




1931-82 


1,224 


584 


5322 


A 


1982-83 


U30 


610 


5,727 


C 


1983-84 


1,429 


657 


6,038 


T 


1984-85 


1,472 


700 


6,371 


U 


1985-86 


135 


746 


6,741 


A 


1986-87 


1,611 


752 


7,196 


L 


1987-88 


1,630 


755 


7,462 




1988-89 


1,650 


835 


8367 




1989-90 


1.694 


842 


8.737 


P 


1990-91 


Sl,727 


S 864 


SS,992 


R 


19S1-92 


1,761 


887 


9,255 


O 


1992-93 


1,796 


910 


9,525 


J 


1993-94 


1,831 


934 


9,804 


E 


1994-95 


1,867 


959 


10,090 


C 


1995-96 


1,9U4 


984 


10385 


T 


1996-97 


1,941 


1,010 


10,688 


E 


1997-98 


1,980 


1,037 


11,001 


D 


1998-99 


2,019 


1,064 


11,322 




1999-2000 


2,058 


1,092 


11,653 




2000-01 


2,099 


1,121 


11,993 



Sources: National Center for Education Statistics (1989), College Board (1989). 
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appropriations) decline, then schools may have to rely more heavily on tuition to cover their 
expenditures. If these alternative revenues diminish in the future, then schools may rely more on 
tuitions to cover their expenditures, and tuitions may continue to grow faster than expenditures. 

The Future Affordabilitv of College 

The question of how affordable higher education will be depends not only on changes in 
tuition, but also on other costs of attending college, the ability of students and their families to 
pay for college, and the availability of financial aid to help pay for college. As discussed in 
Chapter n, college became less affordable for many students in the 1980s because tuitions and 
other costs of attending college increased more rapidly than did financial aid Also, the price of 
private higher education increased considerably faster than mediar family income. 

One approach to evaluating the future affcrdability of college combines different 
projections regarding tuition and other student costs, institutional costs, family income, and the 
value of financial aid. This approach was used by Bradburd et al (1990). Using data from the 
1978-85 period as a baseline to make projections as far as the year 2010, thiiir model examines 
how the projection changes when the factors affecting affordability shift 

The baseline scenario assumes that recent trends will continue into the future . Under this 
scenario, average college costs are projected to make up a somewhat larger fraction of family 
in'^omes after financial aid is considered. These baseline projections show that between 1990 and 
2000: 

♦ The after-aid costs of four-year private schools will increase from 18 to 21 percent 
of median family income; 

♦ Public two-year costs (after aid) will remain a constant eight percent of income; 

♦ Public four-year costs will increase from nine to ten percent of family income. 
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It is important to realize that the ba:>eline forecasts project recent trends and do not 
necessarily represent the "best" estimate of the future affordability of college. One deviation from 
the baseline that could have very significant effects on ths affordability of college over time is the 
level of growtt in the economy. This growth affects both family incomes and the level of non- 
tuition revenues available to schools. If tuition is viewed as the residual between college 
expenditures and other revenue sources, then a decrease m non-tuition revenues will put upward 
pressure on tuition. 

The Bradburd et al paper projects the after-aid cost of attending a private four-year 
school in the year 2000 to be 16 percent of family income if economic grovirth increases by one 
percent a year from current levels, and 22 percent of family inccjpe if this gro'vth decreases by 
one percent a year. Similarly, the after-aid cost of attending a four-year public school is projected 
to be seven percent of family income under the assumption of increasing economic growth and 
twelve percent of income if the economy declines. 

Conclusion 

It is exceedingly difficult to forecast the future course of tuitions in that there are many 
factors that may interact to determine the tuition levels that we observe. Projecting tuitions on 
the basis of past trends does not guarantee these forecasts will be realized even in the near 
future; new factors may enter the process by which tuitions are determined and the influence of 
existing factors may change. 

Recently, tuition growth has slowed from earlier rales, though it continues to increase 
beyond the general rate of inflation. The rate of growth in public tuitions between the 1985-86 
and 1989-90 school years was about half of its growth earlier in the decade. The growth in 
tuitions at private four-year schools has only ver^' recently declined; between the 1988-89 and 
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1989-90 school years, tuitions at four-year private schools grew by 4.4 percent beyond the rate of 
inflation, compared to a six percent average growth rate earlier in the decade. 

One plausible reason why tuition growth at private schools has slowed is that the costs of 
attending these schools may have reached the level at which many students find it difficult to 
attend without financial aid. Given the slow increase in financial aid during the 1980s, high 
tuitions at many private schools may have encouraged students to apply to and attend other, less 
expensive schools. Alternatively, the extensive public discussion of the rapid tuition growth at 
private schools (particularly at the most expensive schools) may have reduced students' willingness 
to pay high tuitions to attend these schools. In addition, negative public reaction to these stories 
may have pressured institutions to hold the line on tuition increases. 

The moderation of tuition growth at public schools after 1985 may nave occurred because 
many states were running budget surpluses and were able to increase appropriations to higher 
education. This can be contrasted to the earlier part of the decade when many states were 
constrained in their ability to raise revenue because of an economy-wide recession. 

Any recent moderation in tuitions could of course reverse itself in the future. For 
example, an economic recession could reduce state support for higher education, forcing states to 
decide between raising tuitions or cutting expenditures at public institutions. A recession could 
also reduce the availability of Federal financial aid at both public and private institutions; this 
would reduce the affordability of both types of institutions. A decline in Federal financial aid for 
students at private schools could pressure private institutions to raise tuitions to generate 
institutional fir ancial aid that could be "rebated" to needy students to make up for this decline in 
aid. 

In conclusion, the future affordability of college will depend on factors such as college 
costs, family income, financial aid, and even the demand for college. The encouraging news is 
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that even if recent trends in college costs and family income continue, college costs as a share of 
family incomes will not increase as rapidly as they did in the early 1980s. However, if college 
costs increase much more rapidly than they have in the past or family incomes decline sharply, 
then college could become less affordable for many students and their families. 
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CHAPTER VI 



MINIMIZING COSTS: 
INSTITUTIONAL, STATE, AND FEDERAL OFnONS 



Evaluate the impact of such changes in cost on institutions of higher education . . . 

Make recommendations on how such clianges can be minimized in the future. 

Outline State and Federal policy options which may help to minimize such changes in cost in the 



Since tuition is only one of many interconnected components of higher education costs, 
effective cost control policies must consider costs to each of the parties contributing to higher 
education budgets. These include not only students and parents, but also colleges and universities 
themselves, state and local governments, and the Federal government. In public institutions, state 
general funds provide the largest portion of institutions' revenues and essentially subsidize tuitions 
for all students enrolled in those institutions. In addition, state and Federal governments directly 
finance a portion of some students' attendance costs through various forms of financial assistance. 
Many individual colleges and universities also discount attendance costs through institutional 
financial aid. Given these shared costs, the "net" price of attending a college or university paid 
by students and parents can be lowered either through reduced fees (i.e., for tuition, room, and 
board) or through increases in state and Federal financial assistance to students. For institutions, 
on the other hand, limiting costs generally entails controlling operating rjcpenses and obtaining 
sufficient revenue to cover costs. The costs of higher education to local, state and Federal 
governments can be limited by reducing direct appropriations to institutions or restricting 
government-sponsored financial aid. 



future. 



Background 
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li.e cx)mplexity of higher education Snance thus makes absolute cx)st reduction (i.e., lower 
costs to all parties) difficult to guarantee. Reducing costs for one party veiy likely may raise costs 
for another. For example, reductiCiis in state appropriations to public higher education 
institutions may lower costs to the states but might also compel institutions to raise tuitions; 
higher tuition, in turn, would increase the costs of higher education to the consumer and/or to 
state and Federal agencies providing financial assistance. Many higher educclion funding 
alternatives come with similar tradeoffs attached. 

There are also potential tradeoffs between cost savings and other important objectives of 
higher education, such as quality, access, and choice. Exanaples of possible cost containment 
strategies at the institutional, state, r\nd Federal levels illustrate this point 

• Colleges and universities might increase class sizes or reduce the size of libraries 
and laboratories to hold costs down, but such measures might also reduce the 
quality of undergraduate education they offer. 

• States might be able to lower both state appropriations (costs to states) and tuition 
(costs to students), but to do so they might have to limit enrollment or programs, 
which may in turn decrease access to higher education. 

• Reductions in financial aid couid save the Federal government substantial funds, 
yet without this aid fewer students would be able to afford the college of their 
choice and some might not be able to attend college at-all. 

Thus, many cost reduction proposals may not be implemented because they threaten other ideals 

of American higher education. 

Policies and strategies to reduce costs must also consider the special characteristics of the 

postsecondaiy education system. Cost cutting strategies that appear appropriate in other sectors 

of th'^ economy may not prove feasible in an academic setting. Moreover, the more than 3,000 

higher education institutions in the U.S. differ by source of control size, mission, student 

populations, price, reputation, and other characteristics. A reasonable cost reduction strategy m 

or:c type of institution may not be appropriate to another type. For example, while savings on 
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research expenditures might cut overall costs considerably for large doctoral institutions, such an 
approach would have a much smaller impact on community colleges. Similarly, institutions in 
close geographical proximity to one another might save on instructional costs by forming consortia 
that permit students to enroll in classes on a number of different campuses, though such 
enrollment consortia would be impractical for geographically remote institutions. 

This chapter considers ways in which the future costs of higher educalion may be 
minimized, taking into account the involvement of multiple players and the tradeoffs associated 
with each cost reduction strategy. It begins with an exploration of how rising costs have affected 
institutions and profiles what institutions are doing to restrain further cost increases or minimize 
their negative impact The remainder of the chapter focuses on cost reduction strategies that can 
be implemented at the institutional, state and Federal levels, including both current practices and 
proposals for the future. 

Effects Oi Tuition Growth on Academic Institutions 
And Policy Options for the Future 

Tuition both affects and is affected by college and university budgets. As noted in 
Chapter IV, many of the reasons for tuition increases are tied to higher education institutions' 
budgets, particularly the escalating costs of certain kinds of spending. High tuitions, in turn, have 
prompted many institutions to trim budgets and strengthen efforts to raise additional revenues. If 
budget pressures have caused tuitions to rise, financial restraint might help curtail tuition growth. 

When faced with budget pressures, higher education institutions generally feel they are 
better able to control expenditures than to raise revenues (Chaney and Farris, 1990). As the 
largest and fastest jgrowing expenditure categories in the average U.S. higher education institution, 
academic and administrative expenditures (respectively) have been the prime targets of many 
budget-cutting proposals. Critics argue that cutbacks in institutional spending would negatively 
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affect quality and access at many colleges and universities. They cite, for example, the reduction 
or elimination of campus services and limitations on institutional Gnancial aid funds. Others, 
hov^ever, insist that such decisions are necessary to stem further increases in tuition. 

A second type of institutional policy aims to obviate both tuition increases and 
expenditure reductions by raising additional revenues. Examples of supplementary revenue 
sources may include voluntary contributions and sales of goods and services that institutions make 
publicly available. Some institutions have invested considerable funds in efforts to tap these 
potential resources. Public institutions, particularly, have intensified their fundraising efforts to 
attract a growing portion of all contributions to higher education. 

Institutions have also implemented policies that directly target tuition and other costs to 
students and families. The object of some of these plans is to facilitate family financing of college 
attendance co'^ts by encouraging parents to plan for or even prepay tuition before their child is 
ready to attend college. Other policies involve cost-based tuition - that is, calculating an 
individual student's tuition on the basis of the cost of providing his or her education. 

Many institutions have already implemented one or more of these measures to help 
contain costs. Higher education analysts ha/e proposed a number of other proposals. These 
measures, both proposed and implemented, are discussed below. 
Limitations on Institution al Spending 

Academic Expenses 

Academic expenses consist primarily of faculty compensation. Thus, changes in the 
salaries, benefits, productivity, and activities of faculty can have important consequences for higher 
education budgets. Many academic institutions have been limiting growth in average faculty 
compensation levels by replacing senior faculty who retire with less expensive assistant professors 
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(Russell et aL, 1989). However, any resulting savings are necessarily short-term, since the salaries 
of faculty will eventually increase as faculty move into higher ranks. 

A longer-term strategy might involve reducing salaries of full-time faculty at all ranks. Yet 
in the current era of increasing faculty shortages and competition from outside academe, cutting 
faculty salaries is not a viable option. On the contrary, academic institutions have raised salaries 
to attract and keep faculty (Kirshstein and Fairweather, 1990). Institutions' fears of losing faculty 
to more lucrative positions is validated by recent evidence demonstrating that faculty do leave 
academe for the private sector when salary* disparities b^* ween academe and industry exceed a 
certain level, particularly in the sciences and engineering (Fairweather, 1989). If projected faculty 
shortages materialize in the future, upward pressure on faculty salaries is likely to intensify. 

Since salary reduction for full-time faculty seems unlikely in the current and upcoming 
economic climate, academic institutions increasingly have turned toward a different type of faculty 
appointment: ihe part-time position. Rather than filling many faculty vacancies with expensive 
tenure-track appointments, academic administrators have attempted to lower the cost of 
compensation by hiring less expensive part-time faculty to teach. In 1988, almost 40 percent of all 
faculty in American two- and four-year colleges and universities were employed part-time (Russell 
et al, 1989). The Study Group on the Conditions of Excellence in Higher Education (1984) has 
warned, though, that at some level increased reliance on part-time faculty may adversely affecl the 
quality of undergraduate education. As with many cost savings alternatives, the use of part-time 
faculty poses a potential tradeoff between cost savings on the one hand, and quality of instruction 
on the other. 

Another approach to reducing the costs of faculty compensation is to reduce the number 
of faculty positions. Although some institutions have resisted cutting faculty positions because of 
the potential adverse effect on instructional and research capabilities, others have closed academic 
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programs outright to save funds. A recent unpublished Association of American Universities 
(AAU) survey of major research universities found that 60 percent of them were considering 
cutbacks in faculty positions or elisrunativ^g programs entirely (Chira, 1990; McMillen, 1989). For 
example, Washington University recently closed its once renowned sociology department; 
Columbia University has closed its departments of geography, linguistics, and hT)rary science; and 
the University of Michigan no longer operates a school of education. 

Some instituiions have dealt vrfth program cutbacks and inability to expand in.o new areas 
by developing consortia. These consortia frequently enable students to cross-enroll in courses 
offered at different institutions vrfthout having to go through a formal process to transfer credit or 
pay separate tuitions. Examples of such cooperative enrollment programs abound. 

In Massachusetts, for example. The University of Massachusetts at Amherst, Smith 
College, Mount flolyoke College, Hampshire College, and Amherst College have formed The 
Five Colleges, Incorporated This organization arranges for students em-olled at any institution in 
the group to take classes at any other institution and coordinates professors who teach classes on 
more than one campus. Student activity fees help defray the costs of operating a free shuttle bus 
that transports students among the Gve campuses. The presidents of the member colleges and the 
chancellor of the University of Massachusetts are the directors of The Five Colleges, 
Incorporated; deans and faculty from each of the participating institutions also meet regularly to 
discuss what courses will be offered at each of the colleges. A principal goal of this organization 
and many others like it is to guarantee students access lo a wide range of courses and program 
areas that would be prohibitively expensive for each individual institution to provide separately. 

Another cost-reduction option may be to increase faculty productivity, i.e., to produce 
greater "output" for the same dollars. However, increasing faculty workloads may not be realistic 
given the number of hours which faculty currently report working. [In a recent NCES survey, 
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full-time faculty responded that they currently average a 53-hour work week (Russel et al, 1989).] 
Instead, deGning and rewarding those work activities which the institution values may be a more 
realistic option. Productivity might also be maximized through larger student/faculty ratios and 
class sizes, though such actions are likely to adversely affect the quality of undergraduate 
instruction (Boyer, 1987). Moreover, despite the availability of instructional technology, such as 
the ability to videotape lectures, expanded use of technology is unlikely to result in substantial 
cost savings once the purchase and maintenance costs are taken into account (McPfaerson and 
Skinner, 1986). 

Another potential way to increase faculty productivity with respect to undergraduate 
education is to shift work activities toward instruction, which most directly affects undergraduate 
students. Several critics have commented that increasing emphasis on research and scholarship in 
all types of institutions, including those devoted primarily to teaching, has resulted in a decline in 
undergraduate education (Bowen and Schuster, 1986). Others allege that undergraduates, 
particularly those at private research universities, essentially subsidize graduate students' 
attendance costs, and benefit little from costly research and prominent scholars employed by the 
institutions. (This scenario exemplifies another choice institutions make wht^i allocating 
resources: the tradeoff between undergraduate and graduate education.) However, without 
substantial changes in the promotion and tenure (faculty reward) structure, shifts in faculty 
activities toward teaching are unlikely. 

Library Expenses 

Other institutions have impleme.ited library consortia to help contain costs. Similar to the 
enrollment consortia described above, library consortia aim to give institutions and the students 
and iaculty they serve access to many more library resources than any individual institution could 
likely afford. 
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The Washington Research Library Consortium is an example of a library consortium. It is 
comprised of eight higher education institutions in the Washington, D.C metropolitan area. The 
Consortium was formally incorporated as a non-proGt corporation in 1987 in response to "a clear 
need to counter the trend of increasing costs for managing information and to improve library and 
information resources and services in support of research and instruction" (Lemke, 1989, p. 1). 
The Consortium aims to reduce several critical areas of hT)rary-related capital and operational 
costs, including the costs of preserving, maintaining, improving and storing library materials, and 
the costs of providing access to them. Initial findings of a cost-benefit analysis conducted in an 
earlier phase of the Congressionally mandated study on escalating college costs suggest that the 
activities of the consortium can reduce hljrary costs while providing the participating institutions 
with the benefits of improved Ubrary and information services (Lemke, 1989), In return for these 
beneQts, institutions commit themselves to support the Consortium and abide by its guidelines, 
thus sacrificing some institutional autonomy. 

Administrative Expenses 

As noted in Chapter IV, administrative positions have grown in number faster than any 
other job category at higher education institutions in the past ten years. Recognizing 
administration as a possible source of savings, 75 percent of academic research institutions 
recently surveyed by the AAU anticipate reducing administrative persoimel in some manner 
(Chira, 1990; McMillen, 1989). Institutions can reduce administrative costs by eliminating 
unnecessary (or at least less desirable) positions or by improving managerial decision-making (U.S. 
Department of Education, 1990). 

Stanford University is one of a number of institutions that has implemented a plan to 
reduce administrative expenditures over an 18-month period. Citing budgetary pressures on 
research-related activities, physical plant costs, and rapidly rising administrative expenditures 
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(including positions created to comply with government regulations), Stanford administrators have 
announced an administrative reorganization. Targeted budget reductions for administrative offices 
range from zero to 3D percent, which have necessitated lay-ofiEs in many offices. Although 
academic departments have not faced similar budget cuts, they are expected to feel the 
consequences of administrative cutbacks as they assume various responsibilities formerly carried 
out by central administrative offices. 

Higher education institutions do not have complete freedom in reducing administrative 
positions, however* Many of the staff positions have been added to meet government regulations, 
e.g., to comply with health and safety regulations, to monitor progress of minority aid recipients, 
and to implement Rehabilitation Act 504, which ensures access to campus f-.cilities for individuals 
with disabilities. Careful study by academic leaders and by state and Federal officials is needed to 
determine the impact of legislation on the growth in administrative positions and to identify 
post-ible methods for reducing administrative costs. 

Another path to streamlining institutional administration is to improve management. A 
recent survey of higher education institutions found that a majority of the institutions sampled had 
implemented three types of management initiatives: 

• Improving the budgeting process (82 percent); 

• Developing a strategic plan (78 percent): and 

• Implementing or modifying a management information system (68 percent) 
(Chaney and Farris, 1990). 

These same three responses were also those most often reported as being most effective. 

However, private institutions were more likely to consider "improving the budget process" or 

"developing a strategic plan" to be very effective than were public institutions. 

In the higher education arena, strategic planning means establishing goals based on 

institutional priorities and allocating resources accordingly* Strategic planning has been credited 
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with helping institutions identify and nurture fields of "selective excellence" - academic programs 
of particular strength or importance - while eliminating weaker or less essential programs from 
the curriculum. Strategic planning might also address effective ways of controlling costs at a 
particular institution by relating possible cost containment strategies to potential consequences for 
quality and access (Keller, 1983). Several institutions - ranging from small lil^eral arts college 
such as Centre College in Kentucky to larger multi-campus institutions such as Fairleigh 
Dickinson University in New Jersey - report substantial cost savings and improved performance 
through strategic planning procedures (McMillen, 1988). However, Oihers argue that applying the 
business-like "strategic planning" methods to higher education institutions can weaken faculty and 
staff morale and threaten many of the unique aspects of academic communities. 
Scholarship Expenses 
The institutions most affected by rising institutional aid budgets are private colleges and 
universities. In recent years, many of these institutions have implemented policies to stem the 
rapid growth in student aid budgets. Smith College, for example, is one of several institutions that 
has abandoned "need-blind" admissions in recent years in an effort to restrain escalating 
institutional aid expenditures. (Institutions practicing a "need-blind" policy evaluate all 
applications for admission without considering whether or not they will require financial assistance 
and then assure them enough aid to attend.) Other institutions, such as Oberlin College, report 
that they have begun to recruit affluent students more actively to help reduce the proportion of 
students who need institutional financial assistance (Cooper, 1990). Although both Smith and 
Oberlin note that these new admission strategies will affect only a portion of prospective students, 
the new policies represent a decision to hold down costs at the institutional level at the risk of 
potentially sacrificing some of the access and economic diversity that the institutions have sought. 
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Research Expenses 

Because higher education institutions typically perform some degree of research, other 
cost containment approaches focus on reducing costs associated with reserrch. For example, 
Stanford University recently cut overhead rates due to faculty concerns that high overhead costs 
might be making Federal research grants and contracts increasingly difficult to obtain (Chira, 
1990). However, it should be noted that reduction in research overhead costs, while providing 
potential savings to Federal and state agencies that sponsor research, may reduce institutional 
revenue and hence create pressures for institutions to raise revenues from other sources, such as 
tuition. 

It is also important to note that this approach is far more pertinent to comprehensive and 
doctoral institutions than to two-year or liberal arts colleges. Thus, it is not surprising that, in a 
recent survey of higher education finances, 94 percent of doctoral institutions and 72 percent ol 
comprehensive institutions indicated that they had "increased efforts to obtain research funds" 
during the 1980s, while only 34 percent of baccalaureate institutions and 16 percent of two-year 
institutions reported that they had done the same (Chaney and Farris, 1990). 
Increasing NoP"tu}tiOP>related Revenues 

Philanthropic Support 

In addition to reducing expenditure cost5;, institutions can balance budgets by increasing 
revenue from other sources besides tuition, government appropriations, and grants and contracts. 
Private colleges and universities have a long tradition of soliciting voluntary financial contributions 
from corporations, philanthropic entities, and private individuals, especially alumni. In recent 
years, public institutions have also intensified their pursuit of voluntary contributions. In 1988-89, 
public colleges and universities received half of all corporate monies given to higher education 
institutions, though private institutions continued to receive more corporate support per student 
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(Council for Aid to Education, 1990). Among institutions responding to a recent survey 
conducted by the Council for Aid to Education, seven of the 20 institutions receiving the most 
corporate support in 1988-89 were public institutions; in the same year, 12 of the 20 colleges and 
universities receiving the most total voluntary support were public institutions. 

Throughout the 1980s, voluntary contributions to higher education institutions rose faster 
than both the CPI and instructional expenditures per student The rise in contributions to 
colleges and universities has been attributed largely to aggressive marketing and development 
campaigns made possible by increases in the size, resources, and professionalization of institutions' 
development offices. Clearly, institutional spending on development-related activities has 
contributed to the growth in administrative expenditures. Nonetheless, on many campuses such 
expenditures are considered "seed money" to stimulate outside contributions to the institution. A 
recent study of 51 universities determined that it costs approximately 16 cents to raise one dollar 
in contributions. (Council for the Advancement and Support of Education and the National 
Association of College and University Business Officers, 1990). 

Despite overall growth in contributions to higher education during the 1980s, giving has 
slowed considerably in recent years. These fluctuations are at least partially the result of changes 
in tax laws. Many donors to higher education institutions appeared to anticipate future changes 
in tax law and contributed heavily in 1985 and 1986, the last years governed by the former 
legislation. In 1987 and 1988, new tax laws went into effect which raised the after-tax cost of 
voluntary contributions for many donors, and contributions dropped. Nonetheless, changes in tax 
laws do not appear to have resulted in any net decline in contributicTi,- to higher education 
institutions, at least not yet. 
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Citing increased cx)mpetition from other non-profit entities, the Council for Aid to 

Education projects that another period of dramatic increases in giving to colleges and universities 

is unlikely in the near future. The Council also notes that: 

What does appear likely and deserving of continued attention is the increasing 
competition among different types of educational institutions (public and private, 
research/doctoral, comprehensive, and others) for support from the different categories of 
donors (individuals, corporations, foundations, and the rest). Educational institutions will 
define their missions more precisely and sharpen the focus of their appeals. Donors will 
likewise clarify their missions and focus their support* As a result, the shares of support 
that various types of institutions receive from various donor categories will probably 
change (CFAE, 1990, p. 4). 

Sales and Services 

Many academic institutions have also begun to raise additional revenues by selling ^oods 
and services. In these endeavors, colleges and universities compete primarily with each other and 
for-profit organizations. For example, a number of institutions rent out campus facilities, 
particularly over the summer when students are not on campus. Other institutions benefit from 
lucrative arrangements with sports broadcasters. 

Many types of projects capitalize on university research. Many of these projects, which 
tend to be embracea by universities, have been fueled by state and Federal government interest in 
economic development as well as prospects for enhanced institutional revenue. Examples of such 
projects include: 

• Industry-university cooperative research projects; 

• Long-term, large-scale research agreements; and 

• Research centers and institutes. 

Technology transfer arrangements to promote economic development also have grown 
dramatically. These include: 

• Industrial affiliate or associate programs permitting corporations access to faculty 
research results and university facilities for a fee; 



115 



ERLC 



123 



Research parks; 



The use of industrial incubators to develop new companies; 



• Research and development limited partnerships where a university contracts with a 
particular corporation lo develop products from faculty research findings; 

• NonproQt organizations established by institutions (e.g., Wisconsin Alumni 
Research Fund, Brown University Research Fund); and 

• Independent for-proGt entities originated by universities (e.g., Michigan Research 
Corporation) (Fairweather, 1988). 

The Dome Corporation is an example of a for-proGt holding company; it is owned half by 
The Johns Hopkins University and half by The Johns Hopkins Health System. The corporation 
was established by the trustees at The Johns Hopkms University and reports to them, but has its 
own director, staff, and board of directors (which includes the presidents of the Johns Hopkins 
Univereity and The Johns Hopkins Medical School). Among the activities of the Dome 
Corporation are property management, a home health care company, an information database for 
university researchers (a joint venture with Great Britain), and a company providing 
housekeeping, security, and parking services. 

Another of its subsidiaries is Triad Investors Corporation, a technology transfer project 
whose aim is to capitalize financially on academic research produced at Johns Hopkins and 
elsewhere by determining its potential commercial applicability. Unfortunately, like many of its 
counterparts at other institutions. Triad Investors Corporation and the Dome Corporation 
generally have yet to demonstrate the payoff anticipated by its founders. It appears that the 
administrative costs incurred have exceeded any financial benefifs to the university to date 
(Fairweather, 1988), though this may be due to the recent establishment of these services. (The 
Dome Corporation was founded in 1984, and Triad Investors in 1988.) 

Other examples show that despite higher education institutions' investment of millions of 
dollars in biotechnology, only one pharmaceutical drug (Tagamet, an ulcer medication) has 
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significantly increased institutional revenue. Thus far, most institutions have not seen hvp^^ 
returns on investments in economic develoirment (Fairweather, 1988). 
Tuition Strategies 

Cost>Based Tuition 

Some have suggested that tuitions could be lowered or at least made more fair by 

redesigning tuition charges to reflect different costs incurred by different students. One proposed 

method of basing tuition on costs is to charge students only for the services they use, rather than 

requiring all to pay the same "flat" comprehensive fee. Generally, the comprehensive "tuition and 

required fees" that institutions charge cover everything from classes, laboratory periods, and 

appointments with professors to gymnasium use, trips to the student health service, and career 

counseling. Charles Karelis (1989) has likened this method of setting tuition to: 

. . . going out to dinner with a large group of friends. No matter what anybody eats, there 
is invariably a single check for the whole table, and, just as certainly, the group ends up 
splitting the check equally, because nobody can be bothered to figure out what each 
person actually owes. By the same token, students at a typical college also split an overall 
bill, regardless of what educational goods and services each one consumes (p. 24). 

To make student fees more accurately reflect the value of products and services consumed 
by individual students, Karelis and others have suggested that comprehensive tuition and fees be 
separated into various parts. The rationale for implementing this type of tuition policy is that 
students, when faced with some kind of "user fees," might be more aware of and selective about 
the products and services they use. 

However, critics of cost-based tuition have argued that the administrative costs of 
calculating usage and differential billing might outweigh any financial saving accruing to the 
student or institution. Disaggregating costs associated with auxiliary services from instructional 
and overhead costs might also discourage students from using important services, such as health 
and counseling centers. Such cost-based tuition proposals also disregard the value of a 
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cx)mprehensive cx)llege experience, which has in many ways become a hallmark of American 
higher education. 

Another type of cost-based tuition differentiates among instructional costs incurred by 
different students. Currently, most institutions differentiate betv/een graduate and undergraduate 
tuitions but charge all undergraduate students the same tuition, even though costs vary 
substantially by level and program area. Typically, high technology fields such as sciences and 
engineering, which require sophisticated equipment and laboratories as well as the technical 
personnel to run them, are more expensive than other fields (Greenberg, 1988). 

At the University of Minnesota, some of these cost differences are passed onto students 
through a policy that bases tuition roughly on instructional costs. Thus, lower division 
undergraduate students (those with fewer than 90 credit hours) pay a lower tuition rate than 
upper division students. Moreover, upper division undergraduates are charged different tuition 
rates according to the college or program area in which they are enrolled. Students are permitted 
10 take courses in other colleges or program areas, but sheir tuition rate is based on their college 
of registration. 

However, over the n6xi four years the University of hiinnesota will replace the different 
tuition schedules with a uniform undergraduate rate. Administrators explained that a single 
tuition rate was thought to better serve students who might be discouraged from pursuing degrees 
in the more expensive programs. They noted that students were delaying entry into upper 
division courses and transferring from less expensive to more expensive program areas very 4te in 
their college careers to avoid the additional costs. University officials also reported that the 
multiple-rate plan had become cumbersome to administer and difficult to explain. 
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Tuition Prepayment 

Other institutions have experimented with tuition prepayment plans to protect families 
from future tuition increases. In 1983, Duquesne University pioneered a tuition prepayment plan 
which guaranteed parents that payment of tuition while a child was very young would be sufficient 
10 cover the tuition costs when the child eventually enrolled (although admission to t' e university 
was not guaranteed). The university planned to invest the prepaid tuition, assuming that the rate 
of return on investment would be sufficient to compensate for rises in tuition costs until the child 
was ready to attend college. 

Although conceptually appealing, the weakness in the plan became apparent when 
Duquesne suspended its own program three years after its initiation because the rate of return on 
investment had not kept pace with increases in operating costs, thereby raising the specter of a 
severe shortfall in prepaid tuition revenues relative to the institution's operating costs over a long 
period of time (Hartle, 1988; Hauptman, 1990b). The plan has also been criticized because it was 
likely to restrain choice among institutions for students from participating families (Barrett, 1986). 
Despite its limitations, however, the Duquesne model guided several state tuition prepayment 
plans, described b.^low. 

Policy Options for State (yovemments 
Because state policy and governance of higher education vary widely across states, cost 
reduction alternatives for state governments differ as well. Generally, state governments subsidize 
tuition at public institutions primarily through direct appropriations to the institutions. Thus, 
decisions at the state level in nearly all cases dramatically shape budgets at public institutions. 

The percentage of operating expenses covered by public subsidies, however, varies enormously by 

O 

state and type of institution. Public institutions in the Northeast, for example, tend to rely less on 
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government appropriations and more on tuition than do public institutions in many other regions 
of the country (Sherman, Tikoff, and Masten, 1990). Some states subsidize private institutions of 
higher education, as well, and many also provide financial assistance directly to students. Again, 
the amount and type of funding varies substantially by state (Fairweather, 1990; Hartle, 1988; 
McGuinness, 1988; Sherman, Tikoff, and Masten, 1990). 

In addition to variations in state financing of higher education, there are also differences 
in the governance role of different states. In some cases state agencies have the overall 
managerial and/or fiscal responsibility for higher education, while in other states public institutions 
have much more autonomy. Some institutions have little managerial input from central state 
offices; at the University of Michigan, for example, state institutions are by charter independent 
of stale management Other institutions are supervised by state systems that derive their authority 
from legislation; in California, state legislation mandates teaching loads and forbids the California 
State Universities from granting doctorates. Still other public institutions, such as those in 
Alabama, are tightly controlled by both line-item budgeting and state administrative structurcts. 

Proposals for state higher education policy therefore must be tailored to individual staCe 
settings. Nonetheless, several general strategies have been suggested to help states reduce higher 
education costs. These include consistency of state funding, reduction of program duplication, 
tuition prepayment, and college savings plans, to name but a few. 
Consistent Funding 

A consistent funding pattern might improve long-term planning, and ultimately help 
reduce costs at both the state and institutional levels. Currently, revenues for higher education 
are often tied to state economic conditions, which can cause large yearly fluctuat'ons in 
appropriations to public iiigher education institutions (Sherman, Tikoff, and Masten, 1990). 
Consider the case of Illinois: in 1989, public institutions in this stale received a 20 percent funding 

120 



ERLC 



134 



increase, but in the following year they received a funding increase of less than two percent 
Such volatile funding from year to year reduces the efOciei^cy of college and university 
administrative operations, and severe fluctuations make long-term planning and decision-making 
almost impossible. Longer-term budgets that average increases in revenues over two or more 
years might smooth such fluctuations and improve higher education management (Bradburd and 
Mann, 1990; McMillen, 1989; Sherman, Tikoff, and Masten, 1990). Improved management, in 
turn, may ultimately lower the costj of providing higher education. 
Reducing Redundancy 

A coherent state plan is also needed to monitor program redundancy. Most state higher 
education systems consist of a number of institutions; despite differences ia institutional missions, 
there is inevitably some overlap in what they offer. This "duplication" does not necessarily imply 
wasted resources. For example* a state might need more than one engineering program, 
especially if the programmatic functions differ (e.g., local and regionally oriented technical 
assistance versus training in graduate programs). On the other hand, though, such duplication 
might be a consequence of academic institutions ignoring local, state, or regional needs. 

States attempt to control duplication in a variety of ways. State higher educat'.on 
coordinating boards frequently monitor the establishment and elimination of degree programs in 
public institutions. In some states, approval for any new program in a public college or university 
is tied to apparent demand (e.g., shortages of engineers or chemists). Other states tie requests for 
new program5; into the budgetary process, where requests are judged according to the availability 
of funds. In the latter case, institutions typically gauge demand for programs on the basis of 
requests from students or interest in specific programs. 

Recent experience in Louisiana and Kansas suggests that judgments about program 
duplication can be achieved through a formal review process that reduce* political disputes among 
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institutions. Such formal review processes permit academic institutions to justi^^ ostensibly 
redundant programs which are actually appropriate to meet demand (Cage, 1989). 

Similar to consortia formed by institutions, groups of states have also developed 
cooperative enrollment arrangements. For example, no university in Kansas offers a dentistry 
(DDS) program and no public institution in Missouri has a school of architecture. Rather than 
funding these academic programs, the two states have a reciprocal exchange agreement allowing 
Kansas residents to enroll in Missouri's dental school and Missouri residents to enroll in Kansas' 
architecture program, both at in-state tuition rates. Similarly, the Academic Common Market 
coordinated by the Southern Regional Education Board enables students from 14 Southern states 
to attend graduate and undergraduate programs in outof-state institutions at in-state tuition rates. 
Students participating in such cooperative enrollment programs are commonly those wishing to 
enroll in a specialized program or one not offered at public institutions in their home state. 

State efforts to leducc redundancy can also focus on administrath'e, rather than academic, 
expenses. In recent years, for example, the state of Maryland restructured its administration of 
postsecondary education to increase efficiency and reduce costs. Two state higher education 
systems were combined and redundant administrative structures were placed within a single state 
system, the new University of Maryland. As a result, one-third of the administrative staff 
positions, mostly in the central administrative offices, were eliminated (Goldstein, 1990). 
Tuition Prepayment 

States have also experimented with tuition-based policies, such as tuition prepayment plans 
or changes in tuition-setting methods. In 1986, the state of Michigan pioneered the use of tuition 
prepayment at the state levti, applying the core concept of the Duquesne University plan 
statewide. Participating families invest in a statewide fund and are guaranteed that their 
investment will cover a child's future tuition costs at a public higher education institution in the 
state. Alternatively, if children eventually choose not to attend a state-supported institution 
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participating in the program, parents may withdraw funds from the investment and apply them to 
another institution. As with the Duquesne plan, admission is not guaranteed (Hauptman, 1990b). 

By December of 1989, four states had implemented similar tuition prepayment plans, and 
another seven had adopted plans but had not yet implemented them (McGuinness and Paulson, 
1990). The l:ey advantage of plans involving a number of public institutions is that they permit 
prospective students to choose among several institutions (Barrett, 1986). However, multi- 
institution plans such as Michigan's pose the additional issue of different tuitions charged by 
various participating institutions (Hauptman, 1986). In other respects, statewide prepayment 
plans share many of the benefits as well as risks associated with single institution plans. The 
critical concern bom the institution's standpoint is that the money invested by parents in the 
program may not equal the actual tuition cost when the child eventually enrolls. 

There are also several drawbacks from the parents' perspective. The Internal Revenue 
Service has ruled that the increase in the value of money placed in a prepayment plan could be 
taxed by the Federal Government Furthermore, it is currently unclear how money placed in 
tuition prepayment plans will be considered in the calculation of financial aid. 

Tuition prepayment plans also only "guarantee" tiution for families who can afford to 
prepay their children's college education and thus can be said to discriminate against low-income 
parents and children (Layzell, 1988). Moreover, critics have charged that the financial benefits to 
students and families of tuition prepayment programs are unlikely to exceed those accruing from 
other forms of savings (Anderson in Barrett, 1986). However, even if the actual savings from 
prepayment are negligible, tuition prepayment plans may encourage families to start planning for 
their child's college expenses well before that child is ready to attend and thus make parents 
better prepared to pay college costs. 
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State Savings Plans 

States have also implemented plans that encourage families to save for college. Most 
college savings plans do not tie investments to a particular institution or group of institutions, but 
neither do they guarantee that the return on investments will be sufGcient to cover tuitions when 
students enroll. Such programs have proliferated in recent years; by 1989, 24 states had 
implemented some form of college savings plan (McGuinness and Paulson, 1990). 

As with the tuition prepayment plans, the critical issues to address in evaluating college 
savings plans are whether they supplement or merely substitute for other types of family savings, 
and how the returns on college saving plans compare to those of other types of investments. If 
families invest in savings plans rather than other types of savings for college, the net result would 
not likely increase the ability of families to pay for college. However, if savings plans encourage 
individuals and families to invest money in higher education savings that they would not have 
saved otherwise, the resultant savings and their positive impact on affordability could be 
substantial. 

Critics allege that even if state-issued college savings bonds encourage families to save 
enough to cover tuition costs of inexpensive public institutions, they are unlikely to generate 
enough savings to meet the costs of more expensive institutions (Baum, 1990). Moreover, as with 
tuition prepayment plans, college savings plans do not assist low-income families who cannot 
afford to participate in the program (Hauptman, 1986). 
Tying Tuition Increases to Inflation Indices 

Some states have limited tuition growth by tying it to changes in the prices of certain 
goods or sendees, or to the costs of providing higher education. In a 1988 survey of State Higher 
Education Executive Officers, 14 states indicated fhat they used the Consumer Price Index or 
Higher Education Price Index in setting their tuition levels (Curry, 1988). Other states have set 
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tuitions as a fixed fraction of per-student instructional costs or state appropriations. Policies of 
this type assure that tuition increases will be in line with growth in overall prices or in costs of 
providing higher education. 
Proposals to Increase Tuition and Need>Based Aid 

Many (e.g., Fischer, 1990; Karelis and Sabot, 1987) have argued that states could reduce 
their higher education costs and enhance access for the poorest students by reducing direct 
government appropriations to institutions and redirecting a portion of these funds to need-based 
student financial aid. Proponents of this idea argue that the current method of state financing 
needlessly subsidizes all students, including those who could afford to pay a larger portion of the 
costs of providing their education* According to the theory rechanneling government funding 
toward need-based financial assistance would reduce the net cost of attendance for the most 
needy students while raising tuitions for other students. Thus, at the heart of such a plan is a 
shift in costs, lowering them for state governments and raising them for many students and their 
families. 

Among the assumptions underlying such proposals is that students are the primary 
beneficiary of higher education and that they should bear the primary cost of their education - at 
least if they can afford it. Others disagree, arguing that higher education provides important 
societal benefits. An increase in the number of educated workers, for example, is generally 
considered to be crucial to future economic competitiveness. From this perspective, state and 
Federal subsidies that keep the costs of obtaining higher education low benefit the nation at large 
by encouraging students to pursue higher education. If a state were to reduce the subsidy and 
raise tuition, some prospective students who could afford to pay this higher cost might choose not 
to. 
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Some have ako argued that higher "sticker" prices might discourage students from 
pursuing higher education, especially if these students are unaware of financial aid availability. 
Several studies have indicated that students are largely unaware of many financial aid programs 
for which they are eligible (National Opinion Research Center, 1987 and General Accounting 
Office, 1990). 

Others argue against the high tuitionThigh aid proposal on the grounds that some 
individuals who need aid might not receive it. Critics note that many students who are not 
generally considered "disadvantaged" nonetheless would have difiBculty financing higher college 
tuitions. The current policy of univei^al subsidy at public institutions by definition assures that all 
students enrolled in these institutions receive at least some subsidy, though at considerable cost to 
states. Another criticism of the high tuitionThigh aid proposal is that a portion of the "savinf,^" to 
the state would have to be spent to administer a large financial aid program (e.g., need 
determination, reporting and disbursement activities). Policies of raising tuition at public 
institutions have been discussed since the 1970s. States, however, may be reluctant to raise 
tuitions at pu^»^c institutions because cftizens have become accustomed to relatively low tuitions, 
and a policy that increased tuition would appear to place financial burden on many students and 
Iheir families. States might also be concerned about losing the competitive edge that low tuitions 
give public institutions. If a state suspended appropriations and allowed tuition at public 
institutions to rise, increasing numbers of students might choose to attend private or out-of-state 
institutions; consequently, the state might risk losing many of the potential benefits provided by 
public higher education institutions. Some advocates of a high tuition/high aid policy, however, 
argue that more competition with the private sector would improve public higher education by 
encouraging public colleges to become more responsive to students (Fischer, 1990). 
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State Comprehensive Support Program s 

Other states have implemented programs aimed at reducing - even eliminating the costs 
of attending college for economically disadvantaged sfidents. New York, for example, rer^ntly 
established the Liberty Scholarship program to ensure access to a college education for qualified 
economically disadvantaged youth. When combined with existing state grant programs and the 
Federal Pell Grant program, the Liberty Scholarship guarantees recipients total funding for four 
years of college, including both tuition and other attendance costs. 

The tradeoff proposed by New York is to increase the affordability of college for 
disadvantaged youth by shifting the costs of higher education usually borne by students and 
families to the state. The anticipated benefits are increased enrollment of these youth, increased 
retention, and improved high school and college graduation rates. The long-term economic 
benefits are expected to be increased state tax revenues and lower welfare and unemployment 
costs. 

The Liberty Scholarship program is premised on the assumption that the prospect of a 
free college education will motivate students to achieve academically and pursue highe^ education. 
However, previous research cffen; little evidence regarding the validity of this assumption. 
Although some degree of financial assistance in the form of grants is crucial to ensure college 
access for disadvantaged youth, no evidence exists to suggest that the level of funding should be 
100 percent, 75 percent, 50 percent, or any other fixed percentage. Many (e.g., Leslie and 
Brinkman, 1988; Fairweather, 1990) argue that early identification and remediation programs in 
junior high schools are at least as important to educational achievement among disadvantaged 
youth as the expectation that future college costs will be paid for them. 
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Price Controls and Purchase Reviews 

Stale government could also regulate tuition levels or rates of tuition increase at higher 
education institutions. During 1989-90, for example, Virginia Governor Douglas Wilder and the 
Virginia General Assembly restricted the ability of some public institutions in that state to raise 
tuitions beyond a certain level, thus forcing those institutions to revise their budgets. In general, 
state price control measures would share many attributes of sunilar Federal price controls, which 
are discussed :n further detail below. 

Policy Options for the Federal Governme nt 
Even though the primary responsibility for college and university operations lies within 
specific states or mstitutions, the overall goals of higher education - such as economic 
competitiveness, well-educated citizens, and equal opportunity - are issues of national concern as 
well. Moreover, because the American higher education system is so diverse, the Federal 
government is one of few entities that is in a position to shape higher education generally. 

The Federal government's direct involvement in higher education takes two principal 
forms. First, the Federal government is the chief external source of research and development 
funds for colleges and universities. Second, as noted in Chapter H, the Federal government is 
also the principal provider of student financial assistance. Federal financial aid enhances access to 
higher education and promotes student choice among institutions. 
Changes in Federal Financial Aid Proerams 
Better Targeting of Aid 

Most Federal aid is targeted to provide students with the greatest need the largest 
amounts of financial assistance. However, the targeting of Federal aid could be improved in 
several ways: 
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• Pell grants could be focused more on lower-income students. Recent 
reauthorizations have expanded eligibility SMch that more middle-income families 
may receive Pell funding. For example, a family of four with one child in college 
and an income below 533,000 is currently eligible for a Pell granL Families with 
two children in college are eligible if their income is below $41,000. Furthermore, 
under the current award formulas, when the maximum award increases, the 
maximum eligible family income automatically rises. If changes were made to 
restrict eligibility for students with higher incomes, then larger grants could be 
given to the most needy students. 

• Campus-based aid is given to institutions, which then determine who among their 
eligible students will receive aid and in uhat amounts. In certain cases, institutions 
will use their discretion to award Campus-based aid to those students who possess 
characteristics desirable to the school (Sherman and Cohen, 1990b). These 
students may not necessarily be the most needy. Using Federal appropriations to 
the campus-based programs to increase Pell awards would better focus aid on 
needy students. However, such a change would reduce institutions' flexibility. 

• In the 1980s, proprietary school students have received an increasing share of 
Federal student aid Some have suggested restricting the eligibility of these 
students so that more money is available to finance higher education for students 
enrolled in two- and four-year colleges and universities. Others, however, argue 
against such restrictions, asserting that the most needy students would be adversely 
affected. 

Increased Reliance on Loans 

Another way to reduce higher education costs to the Federal government is to change the 
type of aid disbursed. Federal loans "cost" the government less than grants because they are 
generally repaid, albeit often at less than market rates. By leveraging funds in this way, more aid 
is made available even though the loans are still highly subsidized. The relative tradeoffs between 
loans and grants in terms of costs, on the one hand, and access, choice, and persistence on the 
other hand, has not been adequately evaluated. Whether loans or grants "buy" more for each 
dollar expended is an empirical question that has not yet been satisfactorily answered. Of course, 
reduction in the total amount of aid disbursed (which the Federal government has refrained from 
doing) would reduce costs to the Federal government even further but would significantly increase 
costs and reduce choice for many students and families who rely on Federal financial assistance. 
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In the absence of Federal aid, many students niay not be able to attend the institution of their 
choice and some may not be able to pursue higher education at all. 
Alternative Federal Loan Programs 

The Federal government can also reduce its costs by offering loans that are less costly to 
provide. For example, the Department of Education could rely more on loan programs that 
charge interest rates that are more comparable to those prevailing in the market and which accrue 
interest while the student is in school. The PLUS loans (for parents) and SLS loans to students 
are existing examples of such programs. The advantage of these loans is that they are less costly 
for the Federal government However, to the extent that such loans are used by lower-income 
students to meet unfulfilled need, the tradeoff is that more rasts of attending college shift to 
students and debt burden is increased considerably. 

Federal Assured Access Programs 

Some have suggested that full Federal funding of college costs for disadvantaged youth 
would be the best way to motivate and guarantee college access for those least able to afford it. 
If implemented, such a program would be costly to the Federal government but would reduce 
economic barriers to higher education for student recipients and their families. This type of 
Federal assiTed access program shares many of the characteristics of New York's Liberty 
Scholarship Program, discussed above. Moreover, becri/ose tuitions vary so widely among 
institutions, a Federal plan that guarantees student recipients free choice among institutions might 
result in very different costs to the Federal government for each student participating in the 
program. Such a program might also encourage institutions to raise tuitions. 
Federal Savings Plans 

Another proposal is that the Federal government establish programs that encourage 
parcnU to save for their children's education, as has been done in many states (Hartlc, 1988). 
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Currently, the Federal government provides college savings bonds, individuals forego taxes on 
these bonds when they are redeemed to pay for college for an individual or his/her children. 
Other proposals might include variations on Individual Retirement Accounts, tax credits, and the 
like. A Federal savings program would be subject to many of the same limitations as the state 
government savings plans. That is, depending on the form they take. Federal savings plans may or 
may not prove more effective than other forms of investment in saving for college. As vrfth the 
various state plans, the greatest savings will be achieved if Federal incentives encourage families 
to save for future college costs when they otherwise would not have contributed any funds toward 
their children's future education. 
Price Controls 

One way in which the Federal government could control the costs borne by students and 
their families would be to establish price controls that directly limited the rate of increase in 
tuition or other prices that colleges and universities charge students. Such controls could, for 
example, require that institutions raise their tuitions by no more than some fixed percentage. This 
type of policy would reduce tuition growth and possibly give an incentive to Institutions to cut 
their expenditures. 

However, there are several problems with this approach. First, tuition increases serve in 
part to promote the mission of higher education, including the provision of quality through a 
diverse range of program offering^. By limiting tuition revenues, price controls could lead to 
cutbacks in academic programs or student services at college and university campuses. 

Another unintended consequence of price controls could be a reduction in institutional 
aid. Faced with the governmental constraints on tuition growth, schools could avoid cutting 
academic and other programs by reducing ih^.ir own financial aid budgets. They could do this by 
offering less aid to students with financial need or making fewer offers of admission to students 
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who require financial aid. An outcome of price regulation might therefore be to make college 
less accessible to students with financial need. 

Price controls might also inadvertently give schools an incentive to raise prices in area" not 
subject to price controls. For example, institutions could raise additional revenue by raising 
graduate tuitions or by raising the price of student health services to compensate for foregone 
tuition revenues from undergraduates. 

To prevent some of these adverse effects of price regulation, the Federal government 
couid in theoiy carefully monitor the myriad pricing and expenditure decisions that institutions 
make. A serious question that arises from such a proposal, though, is whether the costs of 
administering a program would exceed any cost savings from the program. Such a program would 
require development and maintenance of a complex mechanism io regulate high''*' education, an 
industry in which more than $100 billion is spent annually. In addition, price controls would 
directly involve the Federal government wdth institutions' pricing and purchasing decisions. Such 
a move would threaten institutional autonomy, a central value in American higher education, and 
is also of questionable legality. 
Purchase Review 

A less drastic alternative to price controls in higher education might entail government 
review of purchases that institutions make. Such an approach could be similar to the health 
planning programs that the Federal government encouraged in the 1970s to monitor hospitals* 
decisions to purchase equipment and provide services to prevent "duplication and excess supply of 
certain health services and facilities" [42 U.S.C. Section 300k-2(b)(i)-(3), 1982]. Such controls 
could be similarly applied to higher education, an industry in which the competition to attract 
students may be in part drive the provision of "unnecessary" services and facilities. 
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Although purchase reviews are less restrictive than direct price controls, many of the same 
objections may be mounted against them. Like price controls, purchase reviews encourage 
misallocation of resources as instituticns have an incentive to circumvent regulation by making 
expenditures outside of the services or facilities regulated by the program.^^ Such regulation 
also requires the establishment of a regulatory agency, which (like a price control agency) would 
require the Federal government to become involved with the choices made by public and private 
institutions. In addition, there is no real precedent, legal or otherwise, for such direct Federal 
involvement m the decisions of private or state institutions. 
Institutional Restrictions on Federal Financial Aid 

An alternative to Federal price controls or purchasing reviews would be to restrict the 
award of Federal financial aid to students at institutions which had tuition increases that exceeded 
some specified amount or percentage. This option would reduce the indirect Federal assistance 
that institutions obtain through the Federal financial aid offered to students* Such a reduction 
wo^ld presumably have the greatest efiect at expensive private schools and proprietary schools 
where the largest fraction of students receive Federal aid. Presumably the loss of this revenue 
source would give schools an incentive to keep tuitions down in order to retain this assistance. 

There are several problems with this approach, however. One is that it would give 
institutions an incentive to admit fewer applicants who need Federal assistance. If schools 
admitted fewer students with financial need, these students would likely move to less-expensive 
public schools. The burden of assisting these students would simply shift from the Federal 
government to state and local governments that subsidize the operation of public schools. 



The general consensus of studies of health planning legislation is that it cither had no effect 
or tended to raise hospital costs (Sherman, 1988). 
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Another problem with this approach, at least at expensive private schools, is that Federal 
financial aid is not a major source of revenue for these schools (Bradburd et aL, 1990). Many 
expensive private schools are selective, that is they have more applicants than they accept. In the 
face of cutbacks in Federal financial aid, these schools could accept fewer students with need and 
still maintain their enrollments. Given their selectivity, these schools could further raise their 
tuition to generate more revenue for institutional aid that could then be given to students who 
would otherwise receive Federal financial aid. Such an outcome would serve to shift costs from 
the Federal government to those students who are willing and able to pay higher costs to attend 
certain institutions. 

Conclusion 

The issue of rapidly rising higher education costs is both a concern and a responsibility of 
diverse parties. Students, their families, higher education institutions, and local, state, and Federal 
governments all have vital interests in maintaining high-quality, affordable education. However, 
their precise interests in higher education vary, and each party contributes to the cost of providing 
it in a difi^erent way. 

At each level, changes have been proposed - and many implemented - to restrain further 
escalation in higher education costs. However, most of these policy options come with tradeoffs 
attached: costs are either transferred from one party to another, shifted from the present lo the 
future, or reduced at the price of some other aspect of American higher education, such as choice 
or quality. Reducing costs is thus far more complex than simply cutting institutional expenditures. 
Any efforts to cut costs must consider the diversity of American higher education, the tradeoffs 
which occur when costs are reduced, and the fact that Americans have high expectations for their 
colleges and universities. 
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CHAPTER Vn 
CONCLUSIONS 



Within the United States, education is commonly perceived as a key to success for both 
the individual and society. This belief applies not only to elementary and secondary schools, but 
also to colleges and universities. The United States is proud that it is home to many of the 
world's premiere higher education institutions and that a larger portion of seconf^ary school 
graduates (over half) in this nation proceed to higher education than in any other country. 

However, many now claim that the affordability of college is in jeopardy due to the rising 
costs of higher education. This concern has been voiced by many different groups, among them 
current and prospective students, their families, policymakers, and others who view educational 
opportunity as a vital element oi American society. Of particular concern is the feasibility of 
continued access to and choice among higher education opportunities for a large proportion of 
the population, drawn from all communities and socioeconomic backgrounds. 

In response to the public outcry over escalating higher education costs. Congress 

requested the Department of Education to study this issue. As the final report of the 

Department's study, this volume addresses the issues noted in the mandate: why the cost of 

attending college has increased, how these changes have affected institutions and families, ^ ^'to< 

higher education might cost in the future, and what might be done to limit the costs of providing 

or obtaining higher education. These issues are at the heart of the operations and role of 

colleges and universities in the United States today. Yet for each general response to these 

questions, there is at least one qualification. A few of the principal findings are as follows: 

• Throughout the 1980s, the average higher education tuition grew considerably 

faster than inOation. However, tuition grew faster among private institutions than 
public instituti »s, and faster at four-year colleges and universities than at two-year 
colleges. 
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• During the same period, student financial aid - particularly aid provided by 
colleges and universities theimelves - also increased. However, since total 
financial aid grew more slowly than tuition, the "net price" of a college education 
(educational costs less financial aid) rose for most students. 

• Faculty compensation costs, administrative expenses, equipment purchases nnd 
shortfalls from other revenue sources are some of the factors thai have contributed 
to increased college costs. However, the relative importance of each of these 
factors varies tremendously among institutions. Research universities appear to 
have been particularly hard hit by equipn:<ini costs, for example, and tuitions at 
public instk.otions in almost cases are strongly tied to fluctuations in state 
appropriations. 

• Increases in the cost to institutions of providing a higher education did lead to 
increases in tuition in the 1980s. However, the converse argument is also true - 
institutions' ability to raise tuition provided them with extra funds with which to 
purchase goods and services. 

• If the most recent trends continue, college costs will not increase as fast in the 
future as they did in the early 1980s. However, an economic recession could 
reduce state and Federal support for higher education, which could result in 
steeper tuition increases (particularly at public institutions in hard-hit states) and 
fewer financial aid dollars. 

• A number of policy options aimed at restraining college costs have been proposed, 
and some implemented, at the state and Federal government levels, as well as at 
the institutional Irvel. However, most of these policy options come with tradeoffs 
attached; costs ai^ either transferred from party to another, shifted from the 
present to the future or from one generation to another, or reduced at the price 
of some other aspect of American higher education, such as quality or choice. 

The qualifications noted above illustrate the diversity of higher education in the United 
States and suggest the dangers inherent in broad generalizations. Institutions vary by man> 
characteristics, including size, location, mission, student population, and tuition. Since the 
circumstances of one college or university many not hold true for other institutions, tuition levels 
and trends are not consistent across all institutions. 

It is true that tuitions at some ifistitutions exceed $10,000 and have increased dramatically 
in real terms and relative to median family income. However, these institutions enroll a ver>' 
small portion of all undergraduates. Among public institutions, which enroll approximatcK 80 
percent of all undergraduates, tuitions are considerably lower (since they are subsidized b\ slate 
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appropriations), have risen more slowly, and have remained a fairly stable share of median family 
income over the past two decades. Even among institutions that charge similar tuitions, there are 
usually many differences. 

Tuition levels and other higher education costs are not determined exclusively by colleges 
and universities. Tuition levels are also shaped by each of the other parties that help provide 
higher education in this country, including state and local governments, the Federal government, 
students and their families, and other individuals and organizations that support higher education. 
Tlte relative importance of each party may vary, but actions taken by any one of these players 
can, and almost inevitably do, affect those of others, particularly when those actions entail 
reducing a financial contribution. Thus, while costs can be shifted, absolute cost reduction is 
difficult to achieve without cutting higher education programs and services or abandoning goals of 
quality or access. 

To avoid sacrificing quality in the face of rising costs and sparse resources, some 
institutions have re-evaluated then* niche in American higher education and streamlined their 
administration and academic programs accordingly. Institutions have also tried to generate 
additional revenues to maintain and improve quality. One way for institutions to generate this 
additional income is to raise tuitions. Results from the econometric model presented in Chapter 
rv suggest that tuition increases did fuel expenditure growth in the 1980s. 

Clearly, the ability of institutions to charge higher prices without losing enrollment 
depends largely on the willingness of students and their families to pay higher tuitions. The fact 
that both tuitions and "net price" have increased at many institutions without prompting 
enrollment declines suggests that demand for higher education may have risen or that this demand 
is relatively insensitive to price changes. Several pieces of information noted in this report help 
explain the strong demand for higher education: 
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• Economic returns to obtaining a college degree increased in the 1980s. 

• A recent study on price and quality in higher education reports that higher tuitions 
generally reflect higher quality (Gilmore, 1990). 

• Polls reveal that people believe a college education is worth at least as much as it 
costs. 

• In a recent survey, institutional financial officers felt that increases in tuitions 
would have little effect on the number of students applying for admission to their 
institutions. Two-thirds said that if their institution had implemented a five 
percent increase in tuition over and above any increase actually implemented for 
the year, there would be less than a two percent effect on the number of 
appUcations received. Financial officials from institutions with annual tuitions over 
$5,000 were more likely to expect a reduction in applications to result from raising 
tuitions. 

Like other characteristics of colleges and universities, demand is not the same across all 
institution types. Most institutions are not completely free to raise tuition levels without suffering 
some enrollment declines, at least in the short term. At some institutions, state legislation or 
institutional policy effectively restrains tuition growth. 

However, other institutions, most prominently a group of prestigious liberal arts colleges 
and research universities, consistently deny admission to large portions of their applicant pools. 
Due to this excess demand, these institutions may be able to raise luition, and hence revenue, 
without suffering declines in enrollment. In fact, it is quite possible that these institutions could 
raise tuitions far more than they have without suffering enrollment losses. Some have theorized 
that higher tuitions may actually generate more demand, rather than diminish it. This could occur 
if individuals believe that the quality of education provided at an institution has improved as a 
result of increased tuitions, or if they believe that price signals quality or prestige. 

We hope that readers, whatever their background, find this report informative. However, 
we realize that this volume does not represent the final word on college costs, nor should it. Like 
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many other investigations, this study has spawned a new set of questions that merit serious 
attention. These include: 

• What are higher tuitions buying? Are any resulting improvements worth the 
increased cost? These questions consider changes in tuition levels in light of the 
impact such changes may have on the quality of education students receive. 

• How much further can tuitions rise before people refuse to pay them, or before 
selective schools are forced to become less selective to fill their seats? Is there a 
point beyond which those students and families paying the full tuition amount will 
balk at subsidizing the tuitions of those who do receive institutional financial aid? 

• Have tuition increases affected students' attendance decisions: whether they 
attend, where they attend, what they study, and how long it takes them to 
complete their educational programs? 

Addressing these issues, however, will require significant improvements in the availability, quality, 

and timeliness of data on college costs. In particular, data are required on the outcomes of 

higher education and hew they are related to institutional expenditures. 

The current climate of economic uncertainty makes it nearly impossible to predict how 

affordable higher education will be in the future. Even if accurate projections of future tuition 

costs could be devised, these must be compared to family incomes, the availability of financial 

assistance, and many other factors. What we do know is that education is as important now as it 

ever has been - both to individuals and to the nation. Continued attention to higher education 

issues is critical to estctblishing national priorities for maintaining and improving a strong tradition 

of higher education in the United States. 
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